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SOME PROBLEMS IN THE THEORY OF 
NATIONAL INCOME 


E theoretical problems of estimating the total pay-roll 

income of the United States and of apportioning total 

pay-roll income either on an industrial or a geographical 

basis are relatively not of great difficulty. Much the same is true 

of entrepreneurial income. It is property income which gives rise 

to the really baffling complications; this is due to the interlock- 

ing property relationships among various groups of enterprises— 

to the holding by certain corporate enterprise groups of equities 

in other groups. These complications are becoming of greater im- 
portance as time passes. 

In considering some of these theoretical problems of property 
income, the starting point is naturally the formulations and solu- 
tions of these problems offered by King.’ King is chiefly respon- 
sible for advancing our income statistics to a point where they are 
distinctly better than those of other important industrial nations. 
While in what follows we shall be somewhat critical of King’s 
work, such criticism should not be allowed to detract from the 
true greatness of his pioneering scientific achievement. 

The problems of property income arise largely from the pecu- 
liarities of the business, or of the business records, of certain in- 
dustry groups. Among those groups for which we have a fairly 

* W. I. King, Wealth and Income of the People of the United States (1915), National 
Income and Its Purchasing Power (1930); and joint author of Income in the United 


States (1922). 
I 
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adequate statistical basis for estimating income, commercial and 
savings banks stand out as a group around which many of these 
problems center. They have, therefore, been selected as a nucleus 
around which to organize this inquiry into certain complications 
in the theory of property income. In the course of the inquiry, 
however, we shall also consider certain problems of other specia] 
groups: mining, government, and the international balance of 
payments. 

It will be well to begin by a brief résumé of the theory of na- 
tional income. This theory can be formulated most conveniently 
if we conceive the national income in accounting terms. A table 
of the total accrued national income “produced” in the United 
States, together with its constituent items, constitutes the na- 
tional income statement; and this income statement has rela- 
tionships to the statement of national wealth or national balance 
sheet which are analogous to the relationships of a corporate in- 
come statement to the corporation’s balance sheet. It will be well 
to set the national income statement up in accounting form, thus: 


ACCRUED INCOME PRODUCED IN THE UNITED STATES, 1923 
(Billions of Current Dollars) 
Dr. Cr. 
1. Labor income received from 11. Value of U.S. goods and 
U.S. economic system... $54 services consumed 
2. Property income received 12. Value of U.S. goods and 
from U.S. economic sys- i 


3. Total income from U.S. eco- 13. Net value of all goods and 
nomic system services produced in the 
U.S. (duplications elimi- 


Item 2, “property income,” represents the return on the na- 
tional wealth and is, or rather includes, the item in which we are 
chiefly interested. (The data available permit only a rough ap- 
portionment of entrepreneurial income as between labor and 
property, but this table is presented chiefly by way of illustra- 
tion.) On the credit side, item 12, “saved income,” represents the 
increase in national wealth during the year. It includes a sub- 
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item “business savings,” which is also important for our present 
purposes. This item, “business savings,” makes possible a com- 
parison of the initial and terminal balance sheets with the income 
statements for separate industry groups. The item “total ac- 
crued income” (3) equals (13) is to be distinguished from King’s 
“total realized income.” It excludes “‘net income received from 
other countries”; and it includes certain doubtful items which 
King omits from his caption “realized income”? additions’ to 
business surplus, and appreciation’ of value of farm and non- 
business property. 

Theoretically we could estimate the national income directly 
either through the debit or the credit side; and this possibility, 
when adequate data make it a practicability, may afford a valu- 
able method of check. The National Bureau, in Vols. I and II, 
employed a direct estimate of the debit side as a check—the so- 
called method of incomes received. For the present we shall con- 
fine our attention largely to estimates by an indirect method— 
the method of net-value-products. 

This indirect approach to the national income through the 
“net-value-products” of the various industry groups has a double 
aspect: (1) the accounting process of “consolidation” is em- 
ployed; i.e., income-statement data from various industry groups 
are combined in such a way as to avoid double counting, by 
canceling certain debit items in the income statement of one 
enterprise against offset credit items in the statements of other 
enterprises, and at the same time to insure an exhaustive evalua- 
tion of the national income. (2) The point of view adopted in the 
consolidation derives from economic theory. Certain types of 
streams of income and expense are regarded as intermediate in that 
they cancel each other in the process of consolidation; other types 
of income and expense are regarded as uliimate and do not cancel 
out. In the latter category are (a) labor income, and property 
income to ultimate‘ owners of the national wealth, and (0d) ex-. 
penditures on ultimate consumption and increases in the national 

? He takes account of these omissions in his item, “total” income, by including 
changes in market values of securities and real estate. 

3 These may, of course, be negative items. 

4 Instead of laborers and ultimate owners King uses the term “individuals.” 
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wealth, as set forth above. This distinction between intermediate 
and ultimate items may also be expressed as the distinction be- 
tween (1) consumption of goods and services in the process of 
production (intermediate items) and (2) ultimate consumption 
and savings. 

So long as concepts of economic theory such as production,‘ 
consumption, and savings remain abstract categories, it is diffi- 
cult to give them precision or to get agreement as to meaning. 
In the physical sciences it is a fundamental of procedure to define 
things in terms of methods of measurement or observation, in 
order to secure precision and objectivity. The economic theorist 
may well follow the example of the physicist and define such terms 
as production, consumption, and savings empirically. This can 
be done through statistical determinations of national income. 

Consolidation and other accounting procedures play a funda- 
mental part in the empirical determination of national net-value- 
product, labor income, property income, consumption, and sav- 
ings. It is the present thesis that accounting technique offers the 
key to some vexed questions in the theory of national income. 
But it should be noted that the point of view of national ac- 
countancy differs from that of private accountancy because of the 
consolidation of accounts. In Davenport’s terminology, it may 
be denominated a collectivist viewpoint. Moreover, as will pres- 
ently appear, while the technique of private accountancy offers 
the key to certain problems in the theory of national income, 
there are others for which its technique offers no useful precedent. 

The net-value-product method of estimating the national in- 
come involves setting up an income statement for each group 
of enterprises, though the grouping of items for this purpose differs 
from that of the ordinary income statement. From gross revenue 
from operations must first be deducted two chief groups of items: 
(2) Expenses for goods and services which give rise to revenue 
for other enterprises, and (3) depreciation and depletion of owned 
tangible assets. These two deductions represent “consumption of 
goods and services in the process of production.” The resulting 
“net-value-product”’ of the industry represents value added by 


5 Physical as distinguished from value production will not be dealt with specifi- 
cally in this article. It involves “deflation” and will be taken up elsewhere. 
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the industry over and above national wealth used up by the in- 
dustry in the process of production. These resulting “net-value- 
products” of the several groups may be added to give a total 
value of consumption goods and savings clean of duplications. 
An illustrative income statement follows: 


INCOME STATEMENT FOR MANUFACTURING 


Cr. (1) Gross revenue from sales 

Less Dr. (2) Operating and maintenance expenses paid to other enterprises 
for materials, supplies, and services* 

Less Dr. (3) Depletion and depreciation (or replacement) expense of 
owned tangible assets (including depreciation of inven- 
tories) 

Gives Cr. (4) Net-value-product (which equals the net total of the follow- 
lowing items): 

Dr. (5) Pay-roll and pensionst 

Plus Dr. (6) All interest paid (plus bond discount accumulated and/or less 
bond premium amortized) 

Plus Dr. (7) Cash dividends paid plus “business savings” 

Less Cr. (8) Interest and dividend income and profits on sale of equities 
in other enterprises, etc. 

* Excludes “replacements” so far as included in (3). 
trend on om coque Grates bes Cap atien ip ust Empeonnae -ansept, paskuga, leis ennecl the lodench 
government. The addition is a form of business savings. 

Several of the items in this statement call for fuller explanation. 
For some groups there will be revenues from incidental operations 
to be grouped with (1), e.g., logging revenue (for agriculture) or 
gross rent of property leased to others. Item 4 as here defined 
differs from the National Bureau concept of “net-value-product” 
in that gross rent paid is included in the deductions (2). The 
alternative method (followed by King) is to include a part of 
rent paid under (2) as maintenance, taxes, and depreciation, and 
to treat the balance, or net income from rent, as another debit 
item under property income below along with (6) and (7). This 
alternative procedure is tantamount to combining two sets of in- 
come statements, those of lessees and those of lessors. It is sim- 
pler, and requires less adjustment of existing business records for 
most groups, to treat lessors in a separate set of accounts by 
grouping the lessors of business properties as a sub-group in the 
“unclassified-income” group (according to King’s nomenclature) 
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This method is especially advantageous when we attempt to in- 
vestigate relationships between income statements and balance 
sheets for separate industry groups. 

“Net-value-product” is less than value added in manufactur- 
ing because of the deduction of a number of items in addition to 
“cost of materials’’—all of item 3, and under (2), taxes, commis- 
sions, etc., paid to financial enterprises (including what we shall 
call “‘value added in banking” or the cost of banking service 
in raising capital), property insurance premiums less benefits, 
damages and damage insurance premiums, and cost of services 
such as purchased power. Certain questions regarding the amount 
of some of these deductions will be considered below. 

For convenience, manufacturing is here treated as if it were 
entirely organized on a corporate basis—items 5 and 7 include a 
small amount of entrepreneurial income. Item 5 differs from 
King’s in excluding compensation for damages to employees (see 
[2] above). The reason for making this alteration is that such 
damages are analogous to “depreciation of national wealth” ; they 
represent “depreciation of human resources” and are not proper- 
ly a part of “net-value-product,” even if we do not set up a 
capital account for “human resources.”’ Item 8 is an adjustment 
item necessitated by interlocking business equities. In it may be 
included, in addition to interest received, certain deductions on 
account of portions of gross property income paid out which are 
absorbed by financial enterprises and are deducted from gross- 
value-product (1) under item 2. This debit item under (2) and 
credit item under (8) do not appear in manufacturing accounts. 
They are thus merely a means of transferring out of what the 
manufacturing accounting data show as “‘net-value-product” an 
item which represents payments for services of banks and 
financial enterprises. 

It might seem that it would be desirable to approach this ad- 
justment first from the standpoint of the banking income state- 
ment, but, unfortunately, we need to examine the more generally 
applicable type of statement first. This illustrative statement for 
manufacturing works fairly satisfactorily® for all of King’s groups 


6 Subject to the qualification that certain changes are needed for entrepreneurial 
forms of enterprise. 
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except (a) commercial and savings banks, (6) certain financial 
enterprises in the unclassified group (holding companies, insur- 
ance companies, building loan associations), (c) net income from 
abroad, and possibly (d) government. 

King’s estimates of national income are for income received 
by “individuals,” i.e., real persons or, in the phraseology used 
above, “ultimate income recipients,” or laborers and holders of 
ultimate equities in the national wealth. For the most part he 
does not, however, deduct from gross property income earned by 
each industry group an item (I) “property income paid out to or 
accruing to the credit of other enterprises,’ though this would be 
one logical way to get “income received by individuals.”’ Instead, 
in most cases, as shown in our model statement for manufactur- 
ing, he deducts (II) “property income received from other enter- 
prises.”” These two types of deduction, if each is followed con- 
sistently throughout, should yield exactly the same total national 
income. =(I) =Z(II). The deduction of (II) instead of (I) com- 
mends itself for two reasons. The income statement data for in- 
dustry groups are amenable to this procedure and not to de- 
ducting (I). Moreover, as is clear from our model income state- 
ment, deduction (II) must be used if we are to get the industry 
“net-value-product.” The advantage of (II), then, is partly due 
to the fact that the “‘net-value-product”’ method of estimating in- 
come is not single but double. For most industry groups it is pos- 
sible to estimate the debits and credits independently so that we 
have two estimates of “net-value-product” to check against each 
other. 

But although King uses the method of deduction (II) for the 
most part, he is unable to take advantage of the check of debits 
against credits. This is because his figure, “total income realized 
from an industry group” excludes business savings.’ Hence he 
does not make both a debit and a credit estimate for each group, 
but follows what may be called the credit net-value-product 
method in some groups (1 — 2— 3) and the debit net-value-product 
method (5+6+7-—8) in others. In the writer’s opinion the im- 
portance of this possible check of debits against credits has been 
inadequately appreciated. 

7? These are included in part in agriculture. 
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It may be noted that, with income statements on a double- 
entry basis, consolidation affords another possible type of check. 
For each industry group, credit item (1) equals sales of new 
wealth and of consumption goods and services and sales to other 
enterprises for current purposes. It should, therefore, be possible 
theoretically to divide item 1 for each group into two parts, (a) 
a part representing consumed and saved income and (6) a part 
corresponding to debit items 2 and 3 for other enterprises, thus 
affording a check on these deductions. To carry through all these 
cross-checks annually would be an enormous task and, in the 
present state of our information, would involve resort to a good 
many makeshifts. But a periodic (perhaps decennial) effort in this 
direction would probably improve the accuracy and completeness 
of existing procedures and might serve to make more precise the 
now roughly formulated line between consumed and saved in- 
come. Moreover, certain of the offset debit and credit items can 
at present advantageously be singled out to make certain that 
they do actually offset each other fully, e.g., “‘value added in 
banking,”’ which is discussed below, and possibly also replacement 
construction. 

The “net-value-product” method affords the possibility of fur- 
ther checks in connection with balance-sheet data. For these pur- 
poses we may conceive of the balance sheet as set up as follows: 


CONSOLIDATED BALANCE SHEET FOR AN INDUSTRY GROUP 

. Real estate, plant, and equip- 11. Liabilities (less discounts not 
ment amortized) 

. Inventories Proprietorship equity 

. Instrumental currency and check- 12.4 Original realization on sale of 
ing accounts stock plus assessments 

4. Total (1)+(2)+(3) 13. Proprietorship  equity—“sur- 

5. Equities in other businesses plus’’* 

6. Total 16. Total 


* The term “surplus” as used throughout this paper will mean “total book value of proprietorship 
equity” minus “paid-in capital.” It thus includes “undivided profits.” 


For the purpose in hand we may regard item (4) as representing 
that part of the national wealth owned in the industry. Net 
property income for the group (income-statement items 6+7—8) 
should, if the net-value-product has been correctly defined, repre- 
sent something like the current rate of return on balance-sheet 
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item 4. While this is necessarily a rough check, it will, neverthe- 
less, be found useful in clarifying the concept of property income 
for banking, foreign investments, and government—subject to 
certain necessary changes in item 3 for banking. Moreover, if 
property income is compared in this way with an estimated bal- 
ance sheet for each industry group, we might have a decennial 
check on the completeness of the estimates of total property in- 
come, at least for income from realty, provided we could appor- 
tion the census value of realty among the several industry groups. 


TABLE I 


NATIONAL WEALTH AND PROPERTY INCOME 
In Brxii0ons oF DOLLARS 








National 
J Property [Rate of Return, 
— Income, 1923 in Per Cent 


a) Agriculture ; 2.63 
6) Mines, quarries, and wells : .§2 
c) Manufacturing ; 3.21 
2) Construction 50 
e) Railroads, Pullman, and express... . .98 
f) Electric railways 19 
g) Private light and power 35 
h) Telephone and telegraph .15 
4) Water transportation 02 
j) Merchandise .00 
k) Government .08 
1) Commercial and savings banks .60 
m) Unclassified business property 81 
n) Unclassified non-business property. . ‘ : 
0) Consumer’s property j .14 
p) Net property in other countries... . ' .37 
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In other words, we might apply to property income a procedure 
similar to that employed by King on unclassified pay-roll in order 
to insure a complete estimate. 

Available census data do not lend themselves to such an ap- 
portionment. It will, however, be advantageous to attempt a 
rough estimate of balance sheet items (4) for each industry group, 
drawing on available materials from other sources as well as the 
census. Table I presents such a compilation for January 1, 1923, 
together with estimates of property income for 1923, and the ap- 
parent rate of return on the national wealth owned in each indus- 
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try group. For items (5) to (7) and items (/) and (m) the basic 
data on wealth are from published compilations of corporate bal- 
ance sheets and represent book valuations. Items () and (m) are 
partially on a book-value basis. Agricultural and domestic real 
estate represent market values, while for item () private securi- 
ties are chiefly on a face-value basis and the war debts represent 
the subsequent debt agreement annuities discounted at 4} per 
cent. Property income represents King’s estimate of “‘realized 
property and entrepreneurial income” minus estimated entrepre- 
neurial labor income (King’s estimate of number of enterpreneurs 
multiplied by his estimate of average wage or salary income) plus 
business savings.* In accordance with the suggestion made above, 
rents and rented business property are included in item (m) with 
two exceptions. Rents and rented property for the extractive in- 
dustries are included in items (a) and (b). The comparison is in- 
tended for purposes of checking estimates of wealth and income 
against each other. In the present state of our information it 
should not be interpreted as showing much about the relative 
profitableness of such types of national investment as items (z), 
(k), (2), (m), and (9). 

While the national wealth items are necessarily rough esti- 
mates, the bases for the income items are in most cases more de- 
pendable and thus afford confirmation of the corresponding 
wealth items. It is surprising that the total wealth so computed 
is considerably larger than either the census figure or that of the 
Federal Trade Commission. We must deduct item (p), 12.5 bil- 
lion dollars, for purposes of comparison with the Federal Trade 
Commission total, and 21.9 billion dollars of item (&) for 
roads and streets must be deducted in addition for comparison 
with the census total, since these items are not included in those 
estimates. This makes the comparison 364.0 billion dollars as 
compared to the Federal Trade Commission figure of 353.0 bil- 
lion dollars, and 342.1 billion dollars as compared with the census 
figure of 320.8 billion dollars. The three valuations are not on the 
same basis. For most real estate the census items represent mar- 
ket values estimated on the basis of sample ratios to assessed 
values. The Federal Trade Commission has put some of the other 

® For a fuller discussion of sources and methods see Appendix to this article. 
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items on a market-value basis. But the yields in Table I suggest 
that both census and Federal Trade Commission figures may be 
too small, partly because of undercorrection of the assessments 
and partly because of omissions. The figure for agriculture in 
Table I is smaller than that of the census, but the rate of return 
is about what we should expect. The low return for mining tends 
to confirm the view that book valuations in that industry were 
excessive, so as to inflate depletion charges. But for manufactures, 
construction, railroads, railways, power plants, and merchandis- 
ing the rates of return are quite in accordance with what we might 
expect. And the valuations for government, banking, and un- 
classified property are certainly conservative. The domestic real 
estate item included in (0) 71.1 billion dollars, and the property 
income estimate which is dependent upon it may, however, be too 
large—the Federal Trade Commission estimates this item plus 
real estate included in items (d), (j), (J), and (m) at 72 billion 
dollars.? On the whole, then, the only large item of wealth which 
is likely to be an overstatement appears to be (0). 

The comparison between wealth and property incomes raises 
questions for several of King’s property-income estimates. Prop- 
erty incomes from telephones and water carriers are probably 
understated.” Property income from government bears no rea- 
sonable relationship to national wealth owned by government. 
We shall have occasion to inquire into the theory of government 
property income below. The banking income figure is probably 
too high—for member banks the rate of return in 1923 was 7.7 
per cent. On the other hand, the rate of return on foreign invest- 
ments suggests that this item of property income is too low. 

* Senate Document No. 126 (Sixty-ninth Congress), p. 29, note. 

© King’s figure for gross dividends of telephone corporations is 65 million dollars 
(Nat. Bur., XV, 182, 184). Bell System cash dividends (consolidated statement) 
were 72 million dollars. King’s estimate of property and entrepreneurial income 
for water transportation, 18 million dollars, is about equal to his estimate of 


(number of entrepreneurs) X (average salary). For water carriers reporting to the 
I.C.C., which represent about a ro per cent sample, we have the following: 


Interest payments about 
Net income 


Gross property income (before deducting interest 
and dividends received) 
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Items (/) and () will also require our further attention. In view 
of the unsatisfactory nature of the wealth item (m), it is difficult 
without a more detailed study to appraise the accuracy of the 
rough estimate of unclassified property income. 

The relationship between balance sheet and income statement 
affords other possibilities of checking—possibilities which are par- 
ticularly pertinent to the estimating of that part of the national 
income which has, perhaps, caused the greatest difficulty, the dif- 
ference between accrued and realized income. The concept of 
“realized income’”’ is essentially a compromise, and not an entirely 
consistent one. In agriculture it includes, according to King, busi- 
ness savings as estimated before taking account of changes in the 
market value of farm property. In the other industry groups 
business savings are omitted—property income includes (1) net 
income from rents and royalties, (2) interest, and (3) profits with- 
drawn during the year. King’s purpose in setting up the concept 
“realized income” is thus to give a total for year-to-year compari- 
sons which is not dependent on the doubtful items, (a) “business 
savings” and (6) “appreciation of farm and non-business prop- 
erty.” Item (b) is doubtful because of practical difficulties of esti- 
mate." Moreover, some have felt that it does not represent a real 
item in income, for it may mean chiefly increasing scarcity of a 
fixed amount of land. Item (a) is slightly affected by market- 
value changes; but the chief objection lies against the accuracy of 
the data available for estimating it, especially in mining. It is to 
be noted, however, that for certain other industry groups King’s 
estimates of realized income (Vol. XV) depend on this very item, 
for he subtracts estimated “business savings” from estimated 
“profits” to get estimated “profits withdrawn.” Even in mining 
the basis for estimating “‘business savings”’ is probably at least as 
good as the basis for estimating “realized income” in the “un- 
classified group.” Again, as will presently be shown, the concept 
of “realized income” presents difficulties when we come to deal 
with governments, banks, insurance companies, and holding com- 
panies. 

The relationship of the income items “business savings” and 
. “farm and non-business-property appreciation”’ to the initial and 
™ It was omitted in the earlier National Bureau estimates. 
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terminal balance sheets for the several industry groups is of out- 
standing importance. Realized income, whatever the difficulties 
in the concept, can be determined approximately without much 
reference to national wealth. The rest of accrued income cannot, 
for accurate determination of “business savings” and “farm and 
non-business-property appreciation” involves annual estimates of 
the national wealth, with its attendant valuation problem. The 
experience of the Interstate Commerce Commission bears strik- 
ing witness to the statistical and accounting difficulties* of the 
valuation problem in the industry we know most about. To state 
in other terms the difficulties of estimating these doubtful items, 
we may say that deviations from good accounting practice in 
charging or crediting to capital accounts what should be charged 
or credited to income (or vice versa) have their chief effect on the 
two items not included in realized income. 

We may consider first the objection to item (6), that apprecia- 
tion of a fixed amount of “land”’ due to increasing scarcity is not 
a real item of income. Not all land “appreciation” falls in this 
category. Thus, it may be due to discovery of mineral resources, 
or improvements in transportation; and it is difficult to separate 
the different types of appreciation. Even scarcity appreciation 
clearly is a “real” factor in the distribution of wealth and income. 
The objection to including it as an item in éotal income appears to 
be valid or untenable according to the type of total income under 
consideration. It appears valid if we are considering total accrued 
income in deflated dollars; mere scarcity appreciation (as dis- 
tinguished from technological appreciation) is not properly an 
item of total “real” or deflated income. For income in current 
dollars, however, scarcity appreciation must be included, both 
because it is needed to obtain accurate distribution estimates even 
for deflated income, and because it is an essential item if we are to 
follow good accounting practice and define income so as to make 
possible a check with initial and terminal balance sheets, i.e., if 
“saved income” is to equal “increase in national wealth.” 


* The legal difficulties are, of course, not directly pertinent. 

8 Appreciation may, of course, be negative, as in the case of agricultural land 
in recent years. Appreciation is, of course, to be distinguished from natural physical 
increase of such natural resources as flora and fauna. 
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The two chief bases available for determining corporate busi- 
ness savings are book values and market values of equities. For 
agricultural and non-business property, market value of property 
is necessarily the chief reliance. Whatever basis is used, and 
whatever adjustments may be called for in the basic data, it seems 
clear that “business savings” (credits to ownership equity for the 
excess of earnings over cash withdrawals for the period) and “farm 
and non-business-property appreciation” should be so defined in 
current dollars as to permit a check with the initial and terminal 
balance sheets embodying these valuations. “Business savings” 
in National Bureau, Vol. II, should be comparable with balance- 
sheet data on a book-value basis. In Vol. XV, King uses increase 
in market valuation of securities less new money invested as a 
basis for estimating “‘business savings’ in important industry 
groups. This shift from a book-value basis to a security-market- 
value basis is due only in part to defects in existing data. King 
would justify it on the ground that, during periods of radical price 
changes, book values reflect such price changes imperfectly if at 
all, and that it is difficult to make adequate adjustments in book- 
value data for such price changes. In other words, according to 
this argument, book additions to surplus under conditions of 
changing prices cannot properly be said to be in “current dollars,” 
because at least the terminal balance sheet valuations are not in 
“current dollars.” 

All will agree that, if “‘business savings” are defined so as to 
check with initial and terminal balance sheets, the item “‘income 
in current dollars” on a current book-value basis and the item 
“income in current dollars” on a current market-value basis will 
be different in periods of radical price change. It will probably be 
agreed also that the unqualified expression “current dollars” 
should not be applied to both concepts of “‘business savings.”’ But 
the argument as formulated above throws little light on the 
question of the relative merits of these two concepts. At best it 
only establishes a prior claim for the market-value estimate to be 
called unqualifiedly “business savings in current dollars.” 

It may turn out that the market value concept has an advan- 
tage in being easier to correct for price changes by deflation. But 
certainly this advantage has not been evident thus far. And 
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granting that “business savings” in “current dollars on a book- 
value basis,” if we may use this expression, are open to objection 
because they are not adjusted for changing prices (i.e., because 
they are not “deflated”), “business savings” on a security- 
market-value basis are open to a still graver objection. This basis 
gives peculiar year-to-year variations due to changes in interest 
rates and business optimism and pessimism. Thus, according to 
King, the market-value basis is responsible for showing an in- 
crease of one hundred and thirty-one current dollars in per capita 
total income from 1920, a prosperous year, to 1921, a year of de- 
pression, and an increase of one hundred and twenty-nine dollars 
of 1913 value from 1920 to 1921. It will be urged below that a 
comparison of the advantages of and objections to existing book 
values as a basis of determining business savings points not so 
much toward a market-value basis as toward an estimate of what 
book values would have been if sound accounting practice had 
been followed. 

So far as defects in existing data are concerned, the most serious 
difficulties in the use of book values of “business savings” arise 
in connection with the mineral-extraction group, where depletion 
and depreciation charges are relatively large items. In several of 
the other groups (including the large unclassified group) book 
value of savings is used by King in estimating realized income. 
And for steam railroads, and probably for manufacturing, it 
should be possible to make a fairly satisfactory determination of 
business savings on the basis of book-value data. When it is real- 
ized that mining is a relatively small group, and that the item in 
question is a still smaller part of total income—how small it is 
may be indicated roughly by saying that dividends and profits 
withdrawn in mining are less than $ of 1 per cent of total realized 
income—the propriety of abandoning book-value data as a basis 
for estimating “business savings,” in favor of data that are de- 
pendent on stock-market “psychology,” may well be questioned. 

It has been stated that the possibilities of balance-sheet income- 
statement checks are peculiarly pertinent to the estimates of busi- 

™ Even King himself feels little confidence in the results of this basis. He writes: 


‘‘We are not justified in attaching much importance to these findings.” National 
Income and Its Purchasing Power, 1930, p. 224. 





16 MORRIS A. COPELAND 


ness savings. We may consider briefly how far two such checks 
are practicable in the case of mining. The relationships involved 
may be indicated thus: 


A. FIXED ASSET CHANGES 


. Fixed assets, January 1 11. Fixed assets, December 31 
. Capital expenditures during year, 12. Retirements, and depreciation 
a/c new mineral rights, plant, and depletion accruing during 
and equipment year 
. Appreciation of mineral resources 
during year 
EQUALS 14. Total 
B. PROPRIETORSHIP EQUITY CHANGES 


. Proprietorship equity, January 1 11. Proprietorship equity, December 


. Profits minus cash dividends for 31 
year 12. Retirements of stock (at book 


. Realization on capital stock flo- value) 


tations (and assessments) 
EQUAIS 14. Total 


These equalities are predicated on the keeping of a continuous 
set of books. Corporate acquisitions of property in exchange for 
securities may involve revaluations of balance-sheet items, the 
effects of which are not recorded in income statements. Hence (4) 
may not be equal to (14). Since systematic errors in income data 
have a cumulative effect on balance sheets, and since such errors 
may be presumed to be partially corrected in the balance-sheet 
items through corporate reorganizations and consolidations, the 
balance-sheet data afford a possible basis of check. Moreover, if 
the income-statement data are corrected by the balance sheet 
items, we have the effect of a continuous set of books. And for 
such corrected statements excessive charges for depreciation and 
depletion of new properties should be offset by very modest 
charges on older properties as the corporate income tax becomes 
older. 

On the basis of the existing compilations of corporate income- 
tax returns, it is difficult to apply either of these checks satisfac- 
torily, although when a longer period is available it will be easier 
to make allowance for the defects in the data. There are two chief 
difficulties with the use of the data for the present purpose, and 
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for other purposes as well. In the first place, the balance-sheet 
and income data are not really comparable. The earlier balance- 
sheet data are from the capital-stock-tax returns. For this tax a 
separate return was required from each corporation; the income 
tax permits consolidated returns. The capital-stock compilation 
is, according to the Commissioner of Internal Revenue, less com- 
plete than the income-tax compilation. For 1927 and succeeding 
years balance sheets have been compiled from the income-tax re- 
turns; but the balance-sheet compilations are not complete, and 
there was no compilation of balance sheets and income state- 
ments for identical full-year returns. The second major difficulty 
arises from the fact that, for both income statement and balance 
sheets, the debit and credit items are not so segregated as to 
facilitate consolidation of the accounts. This makes it difficult to 
determine the extent of double counting of items, due to inter- 
locking relationships of corporate equities. Relatively slight 
changes in the methods of compilation would considerably im- 
prove the general usefulness of these data. In the absence of these 
changes it should be possible by studying sample corporations (as 
King did for his market-value determinations) considerably to im- 
prove the accuracy of estimates of business savings in mining, 
on a corrected book-value basis. 

On the whole it would seem that the difficulties in the book- 
value basis for business savings in mining are not insurmount- 
able. In other and larger groups the difficulties are less. More- 
over, the book-value basis is essential if we are to be able to esti- 
mate “net-value-product” by both debit and credit methods. 
And while King employs relation B—(11) — (1), increase in value 
of equity, less B(3) —(12), net new money invested—to estimate 
B(2) on a market-value basis, he cannot check this against a 
direct estimate of B(2) because no direct estimate is possible on 
a market-value basis. In order to use the checks A and B, and 
debits against credits, a book-value basis is essential. These facts 
suggest that the book-value basis is well worth trying again. Cer- 
tainly with present data it can be carried out much more satis- 
factorily than was possible ten years ago. 

3; We may consider next certain problems of property income, 
peculiar to financial enterprises, taking the group of commercial 
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and savings banks as illustrative. An attempt to recast the model 
income statement presented on page 5, which is applicable to most 
industry groups, encounters immediate difficulties here. Interest 
income corresponds in a sense to gross operating revenue. It is the 
predominant credit item. But it comes from equities in other 
enterprises; and if we calculate “net-value-product” of banking 
as interest income plus other income minus cost of supplies, light, 
heat, taxes, depreciation, etc., we will evidently be doing double 
counting, for interest income from bank loans, discounts, and in- 
vestments is part of the value product of railroads, manufactur- 
ing, etc. 

If we look further at the model income statement, we find 
another place for interest income, item (8). Indeed, in deducting 
intercorporate interest and dividend income from gross interest 
and dividend payments of the receiving enterprise in the case of 
manufacturing, it was expressly stipulated that this procedure 
should be followed consistently throughout, in order to get inter- 
est and dividend income received by “individuals” or ultimate 
income recipients. But if this procedure is consistently adhered 
to in the case of banking, the net-value-product of this industry 
group will evidently be a negative quantity. 

How does King get out of this dilemma? As he follows the 
debit-net-value-product method exclusively in this case, he is 
not directly concerned with what corresponds to item (1), gross 
operating revenue. Item (8) he treats, not as total property in- 
come received, but only as income received on corporate stocks 
and bonds held. Certain other elements of interest income of 
banks are deducted from the paying enterprise, not from the re- 
ceiving bank. And while dividends to stockholders are treated ac- 
cording to the property-income-received deduction formula, inter- 
est to depositors is treated by the formula “Total interest paid less 
interest paid to other enterprises equals interest paid to ‘indi- 
viduals.’ ” Thus King has deducted property income received by 
enterprises from gross property income “produced” by the receiv- 
ing enterprises in some cases, and in other cases from the gross 
property income “produced” by the paying enterprises. This pro- 
cedure may be summarized as follows: 
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1. Some interest paid to banks is deducted from gross property 
income of paying enterprises (this includes interest paid to banks 
by government, agriculture, construction, and foreigners). 

2. Interest and dividends paid to banks on corporate securities 
are deducted from dividends paid by receiving banks." 

3. Interest paid to other enterprises by banks is deducted from 
interest paid by banks. 

It will be argued that this compromise procedure neither gives 
an approximately correct figure for banking, nor does it portray 
the year-to-year changes satisfactorily, and, further, that it gives 
incorrect figures for certain property-income items of other indus- 
try groups. 

It has been suggested that the relationship of income statement 
and balance sheet affords a clue to certain puzzles of property in- 
come. Does it afford a clue to the banking-income dilemma? Fol- 
lowing is an attempt at a consolidated banking system balance 
sheet for approximately June 29, 1929. Because the Treasury De- 
partment performs monetary functions, the monetary treasury 
items have been included. To use this balance sheet as a basis for 
defining property income will, therefore, have the effect of in- 
cluding certain government property income, although corres- 
ponding government labor income is not included; but this item 
would be almost negligible in the totals. 

Most of the items on this balance sheet are self-explanatory— 
it represents a consolidation of the balance sheets for (a) “all re- 
porting banks” (national and state banks, trust companies, sav- 
ings banks, and private banks), (b) the Federal Reserve Banks, 
and (c) the monetary assets and liabilities of the United States 
Treasury. Inter-bank items are eliminated. Thus, from the gross 
total of earning assets, the following items have been deducted to 
give item 1: rediscounts, bills payable, and Federal Reserve Bank 
stock.” Item 3 represents total outstanding “Treasury currency” 


*s Because of this and certain other procedures, King’s separate totals for interest 
and dividends do not precisely represent the actual distribution in form of realized 
property income as between interest and dividends, as these two types are received 
by individuals. 

© For detail see Appendix. 
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less available collateral, including the bullion value of silver, 
item 6. Till money has been deducted to give the net item 13, 
and items in process of collection deducted to give the net item 
12. Item 15 is the balance of due from and due to banks and 
miscellaneous assets and equities. Because definitions of such 
items as “due from banks” and “‘due to banks,” and certain col- 
lection items, are not entirely standardized, and because of the 
fact that not all balance sheets are for June 29, the consolidation 
is not entirely accurate. This applies especially to errors of clas- 
sification as between items 12 and 15, which are not of great im- 
portance for our present purpose. 


TABLE II 
CONSOLIDATED BALANCE SHEET OF THE UNITED STATES BANKING SYSTEM, 
JUNE 29, 1929 
(In Billions of Dollars) 














1. Earning assets.......... 58.26 11. Proprietorship equity.... 9.92 
2. Non-bankingrealestate..  .39 
3. Deficit in treasury col- 12. Individual deposits...... 51.79 
eee 77 
4 ET eee? en.40 658, CORI. 6. onc os asc 3.86 
ee Pree e Cree 4.32 
re .34 14. Accrued interest taxes, 
7. Banking house and fix- 7 SS eee 14 
a ae ee 1.81 15. Net of miscellaneous as- 
sets and equities. ..... .18 
8 2 ee 6.47 ” 
9. Total assets........ 65.89 10. Total equities...... 65.89 


While this balance sheet follows in general the model on page 8, 
one difference of interest for the theory of national wealth 
may be noted in item 3 of the model. For other businesses we 
may fairly include paper currency and checking accounts in the 
national wealth used in the business—they are part of the produc- 
tion equipment. For banks such items are properly debits to the 
gross figures for items 13 and 15, Table II, so that item 3 of the 
model balance sheet becomes gold and silver stock, as part of 
the necessary production equipment of the banking business, plus 
deficit in Treasury collateral, an item which is not part of the 
national wealth invested in banking. 
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To be consistent with the procedure for other industry groups, 
we should define property income from banking so that it will 
bear a relation to that part of the national wealth used in the 
business which is typical of the return on investments in this line 
of business. The peculiar problems which arise from banking are 
due to its capital-raising function. It acts as an agent, securing 
funds at one rate and letting them out at a certain “mark-up.” 
The funds let out are indicated as “equities in other businesses.” 
They include loans and discounts, investments, non-banking real 
estate, and “deficit in Treasury collateral” for currency. Whether 
this last is correctly classified may be questioned; but it is clearly 
not a part of the national wealth used in banking; and, since its 
backing is the taxing power, it is in the nature of a claim primarily 
on non-banking property (or labor). The national wealth owned 
and used in banking includes bullion value of monetary gold and 
silver, and book value of banking house and fixtures. Current 
bank accounting undoubtedly undervalues banking real estate, 
and consequently also the proprietorship equity (capital, surplus, 
and undivided profits of all reporting banks plus Federal Reserve 
Banks’ surplus). Absence of a satisfactory basis of correction, 
and the relatively small effect on the income estimates, make it 
seem best not to attempt any adjustment in the balance sheet. 

Perhaps the most interesting, and for our present problem cer- 
tainly the most puzzling, feature of this balance sheet is that the 
proprietorship equity is distinctly larger than that part of the 
national wealth used in the business. Evidently a part of this 
equity represents an indirect equity in other businesses. The 
balance sheet suggests, if we conceive the banking system as a 
capital-raising agency or financial “middleman,” that we may 
draw an analogy between gross merchandising profit, or “value 
added in manufacturing,” and bank interest income minus prop- 
erty income accruing to indifect equities in other business. We 
may call this “value added in banking,” and deduct it from the 
property incomes of other industry groups as the price of banking 
service.” This procedure should give us a reasonable figure for 
banking property income on the basis of “national wealth owned 
in banking.” Will it give us a correct net total of property in- 

17 See item 8, statement, p. 5. 
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comes accruing to “individuals”? We may answer this question 
affirmatively in tabular form, thus: 


Dr. Cr. 


(1) Gross property income (11) Property incomes 

Non-financial enter- accruing to equity received 
i holders (12) Value added in 
banking, etc. = 


(13)—(3) 


(3) Gross property income (13) Gross property in- 
accruing to indirect come received 
' : . equity holders (interest in- 
Financial enterprises (4) Value added in banking, come) 
as illustrated by etc.= (1 3) bay (3) 
banking (5) Property income accru- 
ing to holders of di- 
rect equities in nation- 
al wealth in banking 
business 





‘ 


| Gross property income (16) Total property in- 
Totals, less (4) = (12) accruing to holders of come received 
otals, lens (4) = (12 | business equities by businesses 


(1) +(3)+(5) (11) +(13) 


Item (6)—item (16) gives property income received by indi- 
viduals; our net total of property income is correct, (13) —(4) = 
(3). Thus, the banking system is considered as an agency collect- 
ing this amount of property income, (13)—(4), and turning it 
over to others, item 3. Further, the net property income for bank- 
ing on its own account is item 5, which represents the return on 
national wealth in banking. Finally, item 12 (as well as item 11) 
may fairly be deducted from item 1, if we consider it as the price 
of raising capital, although an alternative treatment of it is sug- 
gested below. 

It is clear that this method of avoiding the dilemma of banking 
property incomes involves a specific allocation of banking equi- 
ties against specific groups of assets. So also does the procedure 
employed by King. Indeed, some such specific allocation seems 
unavoidable for this type of enterprise. Two chief methods of al- 
location for determining “value added in banking” may be con- 
sidered: (I) The non-interest-bearing equity, circulation (and the 
small miscellaneous item), may be assigned directly against the 
asset group, “equities in other enterprises.”” The income-bearing 
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equities will then be lumped together and a proportion of their 
income equal to 


_ National wealth owned and used in banking 
. Total income-bearing equities 





multiplied by roo per cent of that income will be treated as item 
3, “gross property income accruing to indirect equity holders.” 
(II) Circuiation, deposits, and miscellaneous equities may be as- 
signed directly against equities in other businesses. The formula 
for item 3 will then be 





( _ National wealth in aa | 
? Proprietorship equity 


multiplied by 100 per cent of proprietorship income, plus interest 
to depositors. Both because deposits fall fairly clearly into the 
class of indirect equities, the bank acting as agent for the employ- 
ment of these funds, and because method (II) gives a more reason- 
able figure for return on banking wealth, method (II) appears to 
be the better one. 

It will be desirable to see how this method works out for a 
period of years and to compare the results with King’s estimates. 
In applying this method a somewhat different procedure has been 
employed from that of King. He uses national bank data on pay- 
rolls (fiscal-year basis, two-year moving average) and on corporate 
investments. He employs only the debit “net-value-product” 
method and does not include Federal Reserve Banks and Treas- 
ury. The present estimates employ all member-bank data (calen- 
dar-year basis), and both debit and credit methods are employed, 
thus affording a check on the accuracy of the results. The income 
statement is a consolidated account including the Federal Re- 
serve Banks and, for property income on gold and silver, the 
Treasury. The debits and credits on the all-reporting-banks-esti- 
mated-income statement did not agree precisely and half the 
error was prorated on the debits and half on the credits. The 
correction in every case was less than 1 per cent. The effect of 
undervaluation of real estate upon these estimates is chiefly to 
change slightly the fraction of proprietorship income included in 
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item 3. If the present realty figures were increased 50 per cent it 
would involve a change of about 2 per cent in the fraction; and 
an arbitrary correction of 2 per cent was applied to each year. 

In computing income realized from banking (as distinguished 
from accrued income) in order to get a figure fairly comparable 
with King’s totals, business savings must be deducted from the 
net-value-product. This raises an interesting question regarding 
the measuring of realized income. A part of interest and dividend 
income from other enterprises realized by banks in their capacity 
as capital-raising agents is not passed on as realized income but 
is retained in banking surplus. Thus, to get a total for all indus- 
tries of income realized by individuals we must deduct from bank- 
ing property income (equals a fraction of bank dividends plus a 
fraction of additions to “surplus”) the éofal of bank additions to 
surplus.” In comparing these estimates with King’s it should, per- 
haps, be noted that, while rent is here classed as a payment to 
other enterprises and therefore not included in banking net-value- 
product, this does not invalidate the comparison because King 
includes no rent item in his banking estimates. 

Table III shows a consolidated income statement for the na- 
tion’s banking system, arranged to show “value added in bank- 
ing” and “net value product of banking,” and for purposes of 
comparison “bank realized income.” It was not deemed worth 
while to compile the full statement for the years 1921-22, because 
of the incompleteness of calendar-year data, so the “net-value- 
product” for these three years is on the debit basis alone. For 
the other years we have (a) interest income, less (6) and (c) (or 
item 3 of statement on page 22—property income paid and accru- 
ing on those banking equities classed as indirect equities in 
other businesses, which gives (e) value added in banking. To 
this we must add other earnings and from the total deduct de- 
preciation and expenses paid to other enterprises to get (i) net- 
value-product by the credit method. When we estimate net- 
value-product for banking by the debit method, according to the 

* The alternative would be to deduct part of bank additions to surplus from 
banking property income and the rest of bank additions to surplus from property 


incomes of other enterprises. King’s procedure is more nearly equivalent to the one 
here used, viz., to deduct all bank additions to surplus from bank property income 
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view here advanced, it is simply (7) (pay-roll), plus (2) (remaining 
7 . ] heet it 8 
profit). The remaining profit is equal to (eee os freas = 


multiplied by 100 per cent+2 per cent for undervaluation of real 


estate) multiplied by total profit. With regard to the table as it 





stands, one technical defect should be noted. Logically, gains, 
losses, and recoveries on earning assets should be included under 
(a) and (6). Because of the difficulty of separating losses from 
depreciation in the published data, the net debit has been included 
in item (A). 

In comparing the pay-roll estimates with King’s, it appears 
that the latter show a more marked upward trend and a smaller 
retardation of growth in 1921-22. The smaller effect of the 1921 
depression is probably due in part to the use of two-year moving 
averages of fiscal-year data. The difference in trends is probably 
chiefly due to the fact that different balance-sheet items for the 
sample and for all banks are used as bases of estimates; King uses 
loans and discounts, while the present estimate uses banking 
house and fixtures. The double estimate of net-value-product 
affords a check upon the latter basis. Incidentally, according to 
King, the increase, 1920-26, in the average salary paid was 19.2 
per cent in banking, as compared to 31.7 per cent in government 
service and 22.3 per cent in the electric light and power industry 
—the other groups showing the highest increases. 

The differences in amount and variations of realized property 
income for banking, items () and (q), are due chiefly to differ- 
ences of definition in the two estimates. According to the present 
definition, which makes item (k) bear a reasonable relation to na- 
tional wealth in banking, King’s basis—interest on savings de- 
posits, plus dividends paid, minus interest on corporate invest- 
ments—overstates banking property income. The erratic varia- 
tions of item (p) are due to the necessary deduction of (0) from 
(k), to give realized income when () is so defined as to show the 
current banking rate of return on balance-sheet item (8) which 
represents national wealth in the industry. These variations il- 
lustrate clearly the difficulty with the concept of “realized in- 
come” for banking—from (&), which represents a part of total 
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bank profits, we must deduct total bank additions to surplus. A 
part of the income “realized” from other industry groups by 
banks is not “realized” by individuals, but is added to banking 
surplus. If we deal with bank “accrued income,” or “net-value- 
product,” this difficulty disappears. 

It has already been stated that some of the difficulties with 
King’s way out of the banking dilemma are in connection with 
other industry groups. The present procedure involves charging 
certain deductions to other industry groups under item 2 in the 
statement on page 5 before obtaining “net-value-product.” 
This involves the apportionment of this charge among the several 
groups on some rational basis. If banking is conceived exclusively 
as a capital-raising agency, the logical basis is that of equities 
held.” It may be argued, however, that a part of this charge is 
properly for the currency, or social bookkeeping, function of com- 
mercial banks, and that this part should be apportioned on cash 
and check-deposit holdings of other enterprises. The first basis is 
simpler, and it is doubtful whether the difference between the two 
would be great. In any case, present information is not adequate 
to a careful working out of either method of apportionment. It 
may well be best, therefore, to make this deduction from total 
property income without attempting to apportion it among the 
several industry groups. 

As King makes no estimate for total interest received by banks, 
it is difficult to determine just how he has apportioned the com- 
plete total. But for agriculture, construction, railroads, govern- 
ment, and foreign investments, the deductions (or omissions) of 
short-term interest payments to obtain “net-value-product” are 
easily determined. Although any apportionment is questionable 
at present, it may be interesting to compare a rough apportion- 
ment of “value added in banking”’ on the basis of equities of other 
enterprises held by banks with the deductions and omissions 
made by King. The year 1925 has been selected as a sample. 

In the case of agriculture and government, the assigned cost of 
banking service is considerably less than the interest payments 
which King has omitted because of his method of dealing with 


In this basis allowance must be made for indirect equities, e.g., government 
bonds held by banks, which are indirectly an equity in foreign countries. 
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the dilemma of banking income. In the case of railroads and 
foreigners, King’s method of handling this dilemma by omitting 
short-term interest and interest paid to banks encounters another 
difficulty: What is to be done with short-term interest received, 
which, according to our model statement given on page 5, 
should be deducted from property income paid and accruing to 


TABLE IV 
CORRECTIONS IN REALIZED-INCOME ESTIMATES FOR BANKING AND 
SHORT-TERM INTEREST (ON THE BASIS OF THE VALUE- 
ADDED-IN-BANKING METHOD) 
(1925—In Millions of Dollars) 








(r) (2) (3) (4) (s) 
Short-Term Interest Assigned Cost Net anus . 
Interest Paid of Banking | Correction 


Received (a) Service | (2)—(1)—(3) — 





(a) Agriculture e) 327 164 +163 9,089 
Construction .... . 60 47 + 13 3,458 
c) Government ..... 379 224 +155 6,130 
(d) Steam railroads . . b) 19 c) 105 —125 3,915 
(e) Foreigners d) 100 59 — 23 419 


(f) Total of fore- 
going groups... 885 599 +183 23,011 























a) Interest paid to banks and interest paid on short-term obligations. 
6) Includes amortization of funded debt discount. 
c) Includes pullman and express. 


d) Interest received from abroad on short-term obligations plus interest on long-term obligations 
received by banks. 
¢) Includes interest paid to merchants. 


others? King’s solution is to omit the deduction as well as the 
payment, although for railroads in 1925 the deduction is the larger 
item. When we take account of the assigned charge for banking 
service, therefore, we get a correction for both of these groups (d) 
and (e) which is negative and, in the case of railroads, about 3 
per cent of total realized income. 

It will be observed that, so far as these items are concerned, 
the net effect of the method here proposed is an increase in the 
national income for 1925 of about 183 million dollars. Taken by 
itself, however, this comparison is likely to be misleading because 
of two complications: (1) the treatment by King of the excess of 
interest on our federal war debt over interest received from abroad 
as part of the national income; (2) King’s definition of the net- 
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value-product received from abroad as net property income, ex- 
cluding interest received by government as well as interest on 
short-term obligations. We will turn now to consider these two 
points. At first sight it would seem that King has not only excluded 
interest received by the federal government from abroad, an item 
which is properly a part of our net income realized from foreign 
investments, but that he has also included interest on our own 
war debt which is by no means clearly a part of our national in- 
come. While we shall contend that this is substantially correct, 
so far as it goes, it will be necessary in the course of the argument 
to recognize a number of off-setting items. 

Stamp has ably stated the case against including interest on the 
domestic war debt in the national income: 

Suppose that we had not elected to tax ourselves severely during the war, 
but had borrowed a very much larger sum, then the interest to be paid on 
the debt today would be very much greater. Are we to assume, therefore, 
that the “invisible income” that we shall each receive in future years, in 
the way of services in conquering the Germans many years ago, would have 
been greater than it is under present actual conditions?” 


In other words, the inclusion of interest on our domestic war debt 
makes the present property income of government a more or less 
arbitrary figure dependent upon a past fiscal policy which might 
have been quite different. Thus, the present property income 
from government on King’s basis might conceivably have been 
quite different without any great difference either in present 
physical volume of consumers’ goods and services and additions 
to the national wealth, or in government pay-roll and the net- 
value-products of other industry groups at current prices. The 
basis for this “arbitrary” determination of government property 
income is the concept of realized income, which is defined for the 
most part in terms of transactions involving actual payments, 
such as interest or dividend payments. 

In this connection the relationship between income statement 
and balance sheet is pertinent. That part of the net-value- 
product of the federal government which is in the form of property 
income presumably represents the return on that part of the na- 


* Sir Josiah Stamp, Current Problems in Government and Finance (London: 1925), 
p. 138. 
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tional wealth held by the federal government. If war-debt inter- 
est adds to the national income, war debt equally logically adds 
to the national wealth. But there is a possible complication in the 
argument against including interest on the domestic war debt. 
If the taxes which support the service on the war debt fall in part 
on other enterprises, these taxes are, of course, deducted from 
the gross-value-products of these enterprises. To include war- 
debt interest in government net-value-product may, therefore, in 
part be to treat as income from government what is really income 
from other enterprises. This would not be including it in the na- 
tional income as a net addition. Whether King is right in includ- 
ing interest on our domestic war debt as an item of national in- 
come, therefore, depends upon the incidence of the taxation which 
services this debt. If these taxes (1) fall on other properties, (2) 
cannot be passed on, and (3) become capitalized into discounts in 
the value of the properties, we may fairly argue that the interest 
should be included in national income. But even so it could not 
properly be called “‘income from government.” And actually there 
is little in our federal tax system to lead us to expect this type of 
incidence. 

Theoretically, then, the case against including domestic war- 
debt interest in our national income seems fairly conclusive. 
Practically it remains to consider how to determine what part of 
government interest to exciude. A full answer to this question 
would involve a more thorough examination of the theory of 
government “‘net-value-product”’ than is practicable here. We 
may, however, outline the nature of this problem briefly by the 
aid of our income statement and balance-sheet analysis. 

We have, with Stamp, argued against King’s concept of realized 
income for the federal government, but on different grounds, viz., 
the need of a reasonable relationship between income and wealth. 
It has been suggested that, where a government internal debt™ 
exceeds that part of the national wealth owned by govern- 
ment, it is not justifiable to include the entire interest on such 
debt in national income. This implies that, where such debt is 
less than that part of the national wealth owned by government, 
more than the interest on the debt should be included in property 

* Strictly we should say “‘internal debt less income-bearing equities owned.” 
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income from government. We shall call property income from 
government computed on the basis of wealth owned “imputed 
accrued income.”’ Some may hold that no government interest 
should be included in national income, and may accept the corol- 
lary that government property is not part of the national wealth. 
The argument for including government property in the national 
wealth, and for treating imputed accrued income as national in- 
come, however, is precisely the same as that which has led King to 
include imputed interest (or net income from rent) on owned 
homes in the national income.” If A and B own houses and rent 
them to each other, the net incomes must clearly be included in 
national income; if each lives in his own house, can we say that 
imputed income is not to be included? Clearly national income 
should not be so defined as to be increased by a mere increase in 
home tenancy. Similarly, where buildings occupied by govern- 
ment are leased from private owners, the net income from rent 
is part of national income, and the real estate, part of national 
wealth. And national wealth and income should not be so defined 
as to be decreased by a mere increase in government ownership, 
whatever may be the merits of such a policy. 

The great difficulty with government property income is due to 
the deplorable and thoroughly unbusinesslike methods of keep- 
ing government accounts. In mining we found considerable diffi- 
culties in determining business savings because of inaccurate dis- 
tinction between entries to capital and to revenue accounts. 
These difficulties were the chief argument for setting up a com- 
promise concept, “realized income,” which can be determined 
fairly satisfactorily for mining without direct reference to balance- 
sheet valuations, if we use only the debit-net-value-product meth- 
od. But it is balance-sheet accounting that, indirectly, makes this 
possible. And, when we come to government, in the absence of 


* F. H. Knight points out that this argument is applicable also to labor incomes. 

For the most part, non-money labor incomes are omitted from King’s estimate. 
The omission is due to practical rather than theoretical considerations; there is no 
satisfactory objective basis for evaluating these incomes. It may be noted that 
this omission does not invalidate year-to-year income comparisons to the same ex- 
tent as the omission of imputed property incomes, because the proportion of total 
population attached to industry for gainful employment is relatively stable. The 
omission does seriously aggravate the already vexed problem of geographical com- 
parisons. 
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adequate balance-sheet accounting the concept of realized income 
gets into important difficulties. One of these is the difficulty with 
federal war-debt interest. But there is the possibility of converse 
and offsetting difficulties in the case of state and local govern- 
ments. At bottom all of these are due to the lack of adequate 
government balance sheets. There is no necessary relation, even 
of an approximate character, between (a) the asset items of na- 
tional wealth and income-bearing equities in other enterprises 
owned by government and (4) the government equities outstand- 
ing which bear realized income (interest and dividends). In the 
case of the federal government (b) possibly still exceeds (a); for 
all other branches of government combined (a) probably exceeds 
(6). Thus federal “realized income” may exceed imputed accrued 
income today, while other government “realized income”’ is less 
than accrued income. But the extent to which these two dis- 
crepancies offset each other is different in 1929 from what it was in 
1913 Or 1920. On the basis of Table I the excess of imputed ac- 
crued over realized income for state and local governments was 
sufficient even in 1922 to offset the deficit of federal accrued in- 
come under realized income, and to leave a considerable net excess 
for all branches of government combined. 

It may be noted that there are indirect difficulties arising from 
the absence of adequate government balance-sheet accounts and 
businesslike taxation policy, as well as these direct difficulties in 
government property income. For other industry groups “‘busi- 
ness taxes” are treated as an expense for current services of gov- 
ernment consumed in the production process. If current govern- 
ment expenses are partly financed by borrowing, this charge is too 
small to give an accurate “net-value-product”’; if taxes are used 
partly to finance additions and betterments to government 
property, the charge is too large. At present we can probably do 
little to correct these indirect discrepancies.” 

%3 There is a further possible difficulty which also is probably beyond our present 
ability to handle satisfactorily. The accuracy of these charges depends upon the 
accuracy of the allocation of government service charges in our present tax system as 
between (1) services consumed by enterprises in the process of production and (2) 
ultimate consumption services and additions to public wealth. There may, however, 


be some advantage in tackling this problem directly for the light it might throw on a 
related difficulty: what part of the taxes falling on farmers are to be counted as 
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For government property income, a considerable improvement 
over the realized income basis can pretty clearly be made on the 
basis of existing data. It may be suggested that the rate of return 
should as a minimum be that on outstanding equities, but the 
capital sum on which this is computed should be the value of 
national wealth owned by government (not the outstanding equi- 
ties). The valuation of this wealth should presumably be on a 
basis which would conform to the results of good accounting pro- 
cedure. This would make possible a determination of government 
“net-value-product” (accrued income) by the debit method. An 
attempt to determine “net-value-product” by the credit method 
would be more laborious; but it would probably be of considerable 
value both for purposes of appraising government fiscal policy 
and for more accurate determination of “saved income.” 

We may return now to a brief consideration of the item “‘net- 
value-product received from abroad.” If we compute simply the 
net-value-products of all domestic enterprises the total represents 
income “produced” in the United States. Add to this “net-value- 
product”’ received from abroad, or the excess of income received 
from abroad over income paid abroad,* and we have income re- 
ceived in the United States. Our typical income statement for 
domestic enterprises is not directly applicable to this “net-value- 
product from abroad,” because we are concerned here with trans- 
fers of income, not its production. But, as for other net-value- 
products, the double-entry system affords a double basis of esti- 
mate here. We have already seen that King omits net short-term 
interest, because of his handling of the banking dilemma,” and 


business taxes (and so a deduction from gross-value-product of agriculture to get 
“net-value-product”’), and what part of such taxes are to be counted as non-business 
taxes or part of the “‘cost of living” (and so not deducted from the gross-value-prod- 
uct of any industry before obtaining the total net-value-product of the country). 

It is to be noted that for the most part the net-value-product method of estimat- 
ing total national income avoids the necessity of separating the gross-value-product 
of an industry into (1) product currently used in further production and (2) product 
going to ultimate consumers and savers. In essence it involves deducting (1) from 
the gross product of the user, not from the total product of the producer. 

* Before 1920 this “‘net-value-product” was a negative item. 

*s Strictly, this accounts only for omitting short-term interest received, not for 
omitting to deduct interest paid which is a larger item than short-term interest re- 
ceived. 
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that interest on foreign obligations to the federal government is 
omitted for a reason not made clear. The double-entry basis dis- 
closes another item, contributions and immigrants’ remittances, 
which partially offsets the second omission.” The statement ap- 


pears in Table V. 
TABLE V 


Net IncoME RECEIVED FROM ABROAD 
(In Millions of Dollars) 








1922 | 1923 | 1924 | 1025 | 1926 1928 





Imports: 

Merchandise. .... . . .|3,669|4,431]4, 269|4,682/4,930/4,750 |4,837/5,152 
i 891} 898) g90/1,068)1,104/1,116 |r, 304/1,456 
11,419] 680)1,651/1,853/2,310|2, 781 |3,811/2,851 
5,979|6 ,009|6 , g10}7, 603/8, 344/8,647 |9,95219,459 


-|4,051/4,375|4,888)5,417|5,231/5,461 |5,965)/5, 705 

476] 490) 520} 520) 578) 625 | 618) 662 
1,079] 738/1,049|1, 186|2,009/1 ,992 |2,797|/2,478 
5 ,606)5 ,603/6 ,466/7, 123/7,818|8,078 |9, 380/8, 845 


373| 406) 444) 480) 526] 569 | 572 
844) 885 9Q1 I, 207/1, 299 


45} 66) 56 25} 24 
889 I, 232|1,323 


Interest payments*.... 180 3590) 413 
Contributions and im- 

migrant remittances. 365 296 
660 


Net-value-product..... 406 
King’s estimate 369 
































* Includes dividends. 
t Preliminary. 


It appears that “net-value-product”’ from abroad may be con- 
ceived as either (a) imports of merchandise, services, and capital 
equities less exports of these three items, or (6) property income 
and gifts received less property income paid and gifts, bequests, 
and donations made. The first conception shows us the net addi- 
tion to our national income in the form of consumption goods and 


6 This includes immigrants’ remittances and missionary and charitable contribu- 
tions. This item should probably also include the “dowry drain,” which existing 
estimates class with tourist expenditures and which it is therefore difficult to separate 
from “service imports.” 
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services received and additions to the wealth owned in the United 
States. The second conception classifies the income, in part at 
least, on a functional basis. The transfer items—gifts, bequests, 
and donations—raise an interesting though not very important 
theoretical question regarding the possibility of classifying in- 
come received in the United States on a functional basis. The 
major part of immigrants’ remittances is presumably to be de- 
ducted from labor income produced in the United States. Mis- 
sionary and charitable contributions are difficult to apportion 
among the several factorial shares of income. 

In comparing the present estimate of income from abroad with 
King’s, it should be borne in mind that the two are not strictly 
comparable because the charge for cost of banking service has not 
been allocated. Even if this deduction had been made, there 
would still remain marked differences both in absolute amounts 
and in year-to-year changes in the two estimates. 

Our estimate of net income from abroad in Table V takes ac- 
count of: (a) short-term interest paid to foreigners, (5) interest re- 
ceived by the federal government on war debts, and (c) contribu- 
tions and immigrants’ remittances. It does not show another 
needed adjustment which we may consider briefly. The estimates 
of the balance of international payments made by the Commerce 
Department, beginning with the year 1922, and used as a basis of 
King’s estimates of income from abroad, are for the customs area 
which includes Porto Rico, Hawaii, and Alaska. For present pur- 
poses, however, we need estimates of net income from abroad for 
the continental United States alone. In order to compute this, we 
should have balance of payments estimates for Porto Rico, 
Hawaii, and Alaska. Fortunately, it is not necessary in these 
data on Porto Rico, Hawaii, and Alaska to be able to separate 
payments to and by the continental United States from other 
payments. It can easily be shown that: (1) net income received 
from these territories and from abroad by the continental United 
States equals (2) net income received from abroad by United 
States customs area minus (3) net income received from United 
States and from abroad by these three territories.”” 

Since the making of this adjustment requires annual balance of 


27 See Appendix. 
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payments estimates for Porto Rico, Hawaii, and Alaska, it has 
seemed best not to attempt this adjustment in Table V. To 
make such estimates would clearly carry the present inquiry con- 
siderably afield. We may, however, indicate the magnitude and 
the sign of this adjustment (it is positive) by giving a rough esti- 
mate for one single year, a year for which a balance-of-payments 
estimate is available for Porto Rico. As the net income received 
from the United States and elsewhere by Porto Rico, Hawaii, and 
Alaska is a negative item, we have, after subtracting this negative 
item, an appreciable increase in the net income received from 
abroad by the United States due to the adjustment to exclude 
these three territories from the customs area. In 1927, the in- 
crease was probably between 30 and 50 million dollars. 

We may summarize our findings on the theory of national in- 
come as follows. Estimating the national income is a task which 
employs statistical techniques to achieve a result for our economic 
system which is closely analogous to results achieved by account- 
ing techniques for a single enterprise—an estimate of national in- 
come by the net-value-product method yields a consolidated in- 
come statement. Certain accounting techniques can advanta- 
geously be combined with statistical procedures in this task. The 
double-entry system makes practicable two independent esti- 
mates of net-value-product where the data permit. There is also 
an interesting possiblity of checking against each other the debit 
and credit items which cancel out in the consolidation. Moreover, 
year-end estimates of national wealth, or consolidated national 
balance sheets, bear relationships to the national income which 
are analogous to the conventional accounting relationships. These 
afford further possibilities of check, facilitate more accurate defini- 
tion of certain income items, and through the comparison of 
wealth and income by industry groups offer a possible basis for 
insuring a complete determination of real estate property income 
by a method analogous to that employed by King on labor 
income. 

Because of certain difficulties in the book-value data on busi- 
ness savings in the mining group, and because of his views on the 
meaning of “business savings in current dollars,” the book-value 
basis of determining this item has been abandoned by King. 
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“Realized income,” a compromise concept which excludes the 
troublesome item, “business savings” (except for agriculture, 
where it is partially retained), is substituted; and to this market 
appreciation of business equities and agricultural and domestic 
real estate are added to give total income. The erratic behavior 
of these additions has called forth severe criticism. The full possi- 
bilities of the book-value basis for business savings have not been 
tested out—the estimation of “‘net-value-product” by both debit 
and credit methods, and the checking of business savings against 
“increase in proprietorship equity during the period less net new 
capital investment.” Moreover, the basic data for the book-value 
basis are considerably better than they were ten years ago. 
Whether a moderately satisfactory determination of business sav- 
ings in mining on a corrected book-value basis is possible, is by 
no means clear. But the item is a small one, and it can probably 
be determined as satisfactorily as the large item, “unclassified 
pay-roll,” included in “realized income.’”’ On the whole, it seems 
worth while to give “book value of business savings” another try, 
in view of the advantages in the way of checks which this method 
offers. 

In order to get “property income received by individuals,” it 
is necessary to deduct from “gross property income paid by pro- 
ducing enterprises” “‘property income received by producing en- 
terprises.”’ This deduction may be made either from the receiving 
or from the paying enterprise’s property income; but for most in- 
dustry groups the latter method is preferable, both because of the 
nature of existing data and because this yields a result which can 
be combined with pay-roll to show “net-value-product.”” Neither 
method of deduction applies to banks and certain other financial 
enterprises. King’s attempt to meet this difficulty and his concept 
of realized income have led to the omission of important debit and 
credit items of property income, in connection with interest on 
short-term loans and property income created by government. In 
“income from abroad’”’ he makes still further omissions. The fact 
that a part of the income realized by banking from other industries 
may be added to bank “surplus,”’ and so may not be realized by 
individuals, further complicates the concept of “realized income.” 

It may be noted that from the viewpoint of national accounting 
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the concept “net-value-product” of an industry group has a 
double significance: (1) On the one hand it represents an inter- 
mediate stage in the consolidation process. It represents gross 
revenues less certain debit items which it is assumed are canceled 
by credit items of other groups. (2) It partakes of a cost-account- 
ing nature in that it purports to state that part of the total cost 
of national production attributable to the given industry group. 
Were it not for this independent significance of an industry’s 
“net-value-product,” there would be no “banking dilemma”—no 
objection to a negative “net-value-product” for banking, since 
this would give a correct total national income. But because ‘‘net- 
value-product” is a measure of the social cost attributable to the 
production of an industry group, we must find a solution for the 
“banking dilemma.”’ 

The relationship between property income and the consoli- 
dated balance sheet of an industry group makes possible a more 
precise definition of “net-value-product”’ for banking and govern- 
ment. Because of the peculiar theoretical problem of defining 
“net-value-product” for banking, this group has been singled out 
for illustrative study, and estimates have been made by both the 
debit and credit methods. The concept “value added in bank- 
ing” offers a solution of the banking dilemma. It meets satis- 
factorily both (a) the necessity of insuring complete and accurate 
deduction of “property incomes received by producing enter- 
prises” from gross property income, and (b) the requirement that 
the return on the national wealth owned in banking shall be rep- 
resentative of the current return in this kind of business. Both 
because of the checks, and because of the more satisfactory data 
used (calendar-year data, a larger sample, and the inclusion of the 
Federal Reserve System), it is believed that the results repre- 
sent a material improvement in accuracy. 


APPENDIX 


In general the sources and methods employed in the foregoing tables are 
indicated in the following sample worksheets. On Worksheet 1, Table I, 
the total for Column 1 does not agree with King’s total because compensa- 
tion for damages has been omitted (17 million dollars). No allowance was 
made for withdrawals of surplus in mining, Column 7, because of the doubt- 
ful character of this item. And while according to King’s estimates urban 
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WORKSHEET 1 FOR TABLE I 


PROPERTY INCOME,* 1923 








(2) (s) 
Num- 
ber of 
Entre- 
pre- 

neurs in 
Thou- 
sands 





Agriculture. ... . ‘ 6,207 3,230 
Mi - 


nes F 19 
Manufacturing... .. 178 301 
Construction. ........ 84 176 324 
° ° 


Electric railways... .. ° ° 


enon aemes 


126 
28 


Water transportation. . 19 —24 


Merchandise . se : 2,477 J 2,908 
Government......... ° ° 1,083 
Banking a 4 8 / 509 
Unclassified. . . . 1,890 4,122 ' 2,810 
Miscellaneous. ....... 3 7,136 
Investments abroad... 69) 69 369 





Total............|3%,426 | 10,028 10,617 23,502 
































A. King’s estimate of income of property and enterprise. 

B. Estimate of entrepreneurial labor income. 

C. Additions to surplus, except agriculture; for agriculture—property appreciation. 

* Columns (1), (4), (5), (7), (8), (9), are in millions of dollars. 

* Interstate Commerce Commission. Statistics of railways, 1923. 

> Banking income data (Table III, o). 

© Average wage. 

4 Pay-roll, 1925, King/I.C.C. 

* Dividends, King/1.C.C. 

« Includes business real estate rentals (in millions). $204 manufacturing, $13 public utilities, $642 
merchandising, and $632 unclassified 

: Div. cen Ne 1.08 (N.L.C. Bd. value of sales all to corporations) = 7m x (1.08). 

& King, p. 221. 

™ Moody's Manual—public utilities, 1924. 

® Statistics of income, 1923, pp. 12-14. 

» King, p. 379. 





@=104 net dividends, King, 1922 

b=144 net dividends, King, 1923 

c=129 gross dividends, Census 1922 

d=66 net income minus dividends, Census 1922 
e¢=71.8 net income after tax, statistics of income, 1922 
{=98.8 net income after tax, statistics of income, 1923 
104 129 +66 _144+x 


Formula s99°° 78 98.8 


@ Data ip millions of dollars 


;x=72. 
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WORKSHEET 2 FOR TABLE I 


NATIONAL WEALTH IN INDUSTRIAL GROUPS,* 


JANUARY I, 1923 

































































Mining Rd Construction | Merchandise 
A. Fixed assets, inventories, cash*} 10.08 33.65 2.88 1I.47 
: P F 4.9845 .33/41.4+095.1 
B. Ratio—sales, all/corp........ 1/.939 1.08 .97-+2.23114.2425.0 
C. Sources of ratios............. King |N.I.C. Bd. King King 
D. Census value of ship production]..........}.......... SN NOx on cs 0eces 
E. All enterprises, AXB.... 10.73 36.34 7.44 39.9 
F. Total assets except ships.....|......... \ 87 eee Me Sawa 
G. F.T.C. Gas. E—F=Ships....]........ 1 |e eee eee 
H. Revised totals, E+G 10.73 38.44 6.57> 39.9 
I. 104/108XH. 10.32 37.0 6.32 38.4 
) a ; af 
-* 
Be 
EE eee ey. Pe See Sateen Smee 
ne Water 
Railways |Telephones|Telegraphs Licht and Transpor- | Railroads 
oy tation 
N. Plant and equip- 
Spee 3-424 2.21% . 364 4.234 .156® | 20.88° 
O. Inventory and cash . 22° . 23° 04° .46° 013° 1.08* 
i are 3.64 2.44 .40 4.69 
Q. Total, P 104/108..| 3.51 2.35 385 4.52 - 169 21.96 
R. Ratio (pay-roll)...| 446/360] 355/353] 1.00 1.00 |566/49. 2% 24! 
Ss. RxQ.... 4.35 2.36 385 4.52 1.94 22.20! 
aT Dr ushoakn whe wna’ ans dies totaled ; NE: LE age ata aeS 
ES ee ee Se a: a See PR eee 
ee ~ eee 5.4 cf. Bk-103-U, 2 years average 
W. Agriculture....... 57.0 King 
X.) f 3.9 Hall. Rogers 
y_jAbroad...........) §°3 | War Debt at 4} Per Cent 
Z. Total abroad..... EE Sas ACM ere ie pet iahGuaetes branes seems 
*Ax—4 08+5 .33 


1.77+2.22+D. 

b Line F. 

© Estimate from F.T.C. data. 

4 Censuses of utilities. 

¢ Interstate Commerce Commission. 
f Add pullman and express. 

® 1925 L.C.C. 


* All figures, except ratios, in billions of dollars. 
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domestic real estate depreciated in 1923, it appreciated in the following and 
preceding years. It was, therefore, deemed inadvisable to include this tempo- 
rary change in accrued income, and no entry is made in Column 7 under 
“miscellaneous.” 

On Worksheet 2 the arbitrary ratio 104:108 (lines I and Q) is applied. 
The Federal Trade Commission added 8 per cent to fixed assets and inven- 
tories for cash and miscellaneous current assets. The ratio 104:108 is in- 
tended to exclude such miscellaneous assets as are not properly included in 
the national wealth. 

The use of 4} per cent and the subsequently determined annuities in item 
Y, Worksheet 2, is somewhat arbitrary; but it seems wise to take account of 
the fact, generally recognized even in 1923, that some cancellation of debts 
was inevitable, and to put the annuities on something like a commercial basis. 

On Worksheet 3, the valuation of unclassified individual business property 
is arbitrary, and probably conservative. As noted by the Federal Trade 
Commission, the valuations of government property are extremely con- 
servative and far from complete. 

In Table III, the member-bank data for 1920-22 were not available on a 
calendar-year basis. State-member-bank data are available semi-annually 
and national-bank data by fiscal years ending June 30. Calendar-year data 
for national banks were estimated by the following formula: 


Calendar-year data National Banks — 
Average of two fiscal years data National banks — 
Calendar-year data State Banks 
Average of two fiscal years data State Banks 








While the figures for all reporting banks include Alaska, Hawaii, and the 
Philippines and Porto Rico, the correction involved in eliminating these 
banks was considered too small to be worth while. On Worksheet Bk. 102, 
line F was taken as the final estimate, since it reduced the difference between 
estimated debits and credits in every year (as compared to Bk. 102 G). 

In the items interest and principal paid on debts of foreign governments 
to the United States, Table V, Worksheet 1, adjustment has been made on 
account of the capital valuation of the annuities at 4} per cent. This 4} per 
cent of the capital value of the annuities (when valued at 4} per cent on 
January 1) is treated as interest and the balance of the annual payment as 
retirement of debt, or, if negative, as an increase in the debt. The present 
moratorium, and probably also alteration in the debt agreements, will in- 
volve changes in the principal which will affect the 1931 and subsequent 
balances of payments. 

The income received from abroad for any territory may be considered as 
imports of merchandise, services, and equities less exports of the same. 
While it is impossible to add the imports of area (a), e.g., the continental 
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WORKSHEET 3 FOR TABLE I 


NATIONAL WEALTH IN INDUSTRIAL GROUPS, JANUARY I, 1923 
(In Billions of Dollars) 


Fixed Assets 
Industrial groups—unclassified 
Stocks, bonds, loans, realty hold- 
ings, etc 
Insurance 
Miscellaneous finance 
Re, O00, OEE. 5. onc ccccccece 


Local transportation 
Water works 


.t King 
.© Mitchell, p. 99, Business Cycles 


> | 


Government 
Streets and roads............... 
Panama Canal 


Tax-exempt real estate (less pri- 
vate 7.0) 


Private charities....... 
Private schools........ 


Business corporations 
Individual businesses 


Total business 


Total unclassified 


* Income statistics, 1922, Bureau of Internal Revenue. 
> Federal Trade Commission estimate. 

© One-half of business corporation. 

4 Census. 

* World’s Almanac. 
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MORRIS A. COPELAND 


WORKSHEET 1 FOR TABLE III 


RECAPITULATION, BANK INCOME STATEMENTS 
(In Millions of Dollars) 








Source 19290 Adj. 





A. All reporting banks: 
Interest earned anes 102-F 3,407+13 
Other earnings... 554+ 2 


Net losses (including depreciation) . 
Interest paid on borrowed money. . 
Interest paid on deposits......... 
Pay-roll 

Taxes. . ree 
Miscellaneous expense. 
ie ane aiid 
Additions to surplus. .... 


Federal Reserve banks: 


Total earnings. 
Miscellaneous credits to income. 


a! ce ) serve Re- 
All other expense debits. -{|) port, 1929, 
NS eb i'atn edness | p. 154 
Additions to surplus. 


Consolidated income statement: 


B. 
= 
D. 
E. 
F. 
G. 
H, 
I. 
i 
K. 
- 
M. 
N. 
Oo. 
P. 
Q. 
R. 
S. 
T. 
U. 
Vv. 
W. 
aie 
.& 
Z. 
a) 
b) 


Interest income from equities in non- 
banking business 


a 
~ 


—G—Bk. 
103 line I 


Less: Interest paid on deposits. 


Profit on part of proprietorship 
Equity invested in non-banking 
business .-| (L+M+X) 

(1—103@) 


Equals Value Added in Banking. . 

Add other earnings...... ; 

Gives gross banking income 

Less expenses paid to other enterprises 
and depreciation 


Gives net-value-product . 
Equals pay-roll cca I+U ‘ 
Plus remaining profit... . - (L+M+X) }. 


Total additions to surplus........ ..| M+X 
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WORKSHEET 2 FOR TABLE III 


BANKING INCOME STATEMENTS 
(In Millions of Dollars) 











. Earning assets—all banks 

. Earning assets—member banks 

. Ratio A/B 

. Banking house and fixtures—all banks So 

. Banking house and fixtures—member banks. . . 
5 Sani arlene 


Ai idl as titi ah 


. Ratio I/F 


a1 
‘ 
=> 


, Banking house and earning assets— 
se eI Oa an Sa ' 

. Banking house and earning assets—... 

eee 

. Ratio N/P 


Stockholders’ equity —all banks... 
Stockholders’ equity—member banks. 
Ratio S/T 


’. Stockholders’ equity—non- -member banks. . 
. Stockholders’ equity—-Five districts* 
’. Ratio W/X 


N. 
oO 
P. 
Q 
Bes 
S. 
a 
U. 
V. 
W 
xX 
Y 
Z. 


Earning assets—non- member banks. 
Earning assets—five districts*. . 
Ratio a/b 


Rediscounts and bills payable—all banks 
Rediscounts and bills payable—member banks 
Ratio e/f 











Nore.—C, and B,—see Bk. 103. 
* Member banks in districts of Dallas, Minneapolis, Kansas City ,Richmond, and Atlanta. 
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United States, to the imports of area (4), e.g., Porto Rico, in order to get the 
imports of the two areas combined, it is possible to add and subtract trade 
balances. This may be shown as follows: 

1. Imports to continental United States from Porto Rico less exports, 


United States to Porto Rico. 

2. Imports to continental United States from rest of the world less ex- 
ports, continental United States to rest of the world. 

3. Imports to Porto Rico from continental United States less exports, 
Porto Rico to continental United States. 

4. Imports to Porto Rico from rest of the world less exports, Porto Rico 
to rest of the world. 





5. Imports to continental United States and Porto Rico from rest of 
world less exports, continental United States and Porto Rico to rest of world. 

It is clear that (1) plus (2) may represent the income received from abroad 
by the continental United States, and similarly that (3) plus (4) may repre- 
sent the income received from abroad by Porto Rico. But, item (1) equals 
minus item (3). Hence, the sum of these four items is equal to (2) plus (4), 
which is by definition equal to (5). Hence, we may add and subtract the in- 
comes received from abroad by various areas. The problem of determining 
the income from abroad received by the continental United States therefore 
reduces itself to determining the income received from abroad by Porto Rico, 
Hawaii, and Alaska, and to subtracting the total for these three territories 
from the income received from abroad by the United States customs area. 

The accompanying table (Table V, Worksheet 2) gives a rough estimate 
of important items in the balance of payments for Hawaii and Alaska for 
1927, together with an estimate of the balance of payments for Porto Rico 
for the fiscal year ending June 30, 1928. The latter is taken from Porto Rico 
and Its Problems, by Victor S. Clark and associates, Washington, 1930, pages 
414, 415, 583. 

Merchandise import and export data for Hawaii and Alaska are from 
the Bureau of Foreign and Domestic Commerce. The invisible items, freight, 
commissions, and insurance, are assumed to be roughly 12 per cent of im- 
ports (as in the case of Porto Rico). For Hawaii, it is assumed that most of 
the other insurance written during the year was by outside companies. The 
amount represents premiums less claims, etc., paid (Governor’s Report, 1929, 
p. 38). Security exports are from the Handbook on American Underwriting 
of Foreign Securities, “Trade Promotion Series,’’ No. 104, Bureau of Foreign 
and Domestic Commerce. The estimate of tourists-service exports for 
Hawaii is based on a study reported in the Governor’s Report for 1929, page 
g. The estimate for Alaska is conservative. According to the Governor’s Re- 
port, about one thousand persons visit Mount McKinley National Park per 
annum, and about thirty thousand persons visit Alaska. 
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WORKSHEET 3 FOR TABLE III 


BANKING INCOME STATEMENTS 
(In Millions of Dollars) 








Source 





Interest earned—member banks B: 
Interest earned—all banks, estimate 1 AX1orC 


" Interest earned—five districts* 
Interest earned—non-member banks 

. Interest earned—all banks, estimate 2 
. Interest earned—all banks 


MROMPD OR 


Other earnings—member banks 
Other earnings—all banks 


ZEr ph 


O. Interest paid on borrowed money— 
Member banks 


. Demand deposits—all banks 
. Time —* banks cena government) 
. 1} per cent of S. 
/. 33 per cent of T. 
.U+V 
. Demand deposits 
! Member banks 
Z. Time and Government Deposits— 
Member banks 
1} per cent of X. 
34 per cent of Z.......... 


Interest paid on deposits—member banks 
Interest paid on deposits—all banks 


Pay-roll—member banks 
Pay-roll—all banks... .. 


) Taxes—member banks 
AR Taxes—all banks 
m 
h) Miscellaneous expense—member banks 
0) Miscellaneous expense—all banks nX101G 











Nore.—B,, Bs, C;—see Bk. 103. 
* See Bk. ror. 
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WORKSHEET 4 FOR TABLE III 
BANKING INCOME STATEMENTS 
(In Millions of Dollars) 








Source 





. Dividends—member banks : wees B, 
. Dividends—all banks............... AX101U 


aS 


. Profits—member banks. . 
. Profits—all banks 
. Additions to onveueteee banks 


RDA 


. Due to all banks— 
2 percentofH..... 


. Silver dollars 
Subsidiary silver 
. Commercial ratio of silver to gold 
. (16/M)XK. 
. (r5/M) XL. 
N+0 silver stock .. 
. Gold stock 
. Banking house and fixtures—all banks 
Banking house and fixtures—Federal Reserve Banks. . 


. Surplus—Federal Reserve Banks 

. Stockholders’ equity—all neues « banks.... 
. Total + crs ands 

. Ratio U/Y.. 

Z+2 per cent 








F 
G. 
H 
I. 
J. 
K 
L. 
M 
N 
oO 
P. 
Q 
R 
Ss. 
T. 
U. 
V. 
WwW 
x 
Y 
vA 
a) 





Nore.—Sources: B:, Bs, B;, Federal Reserve Bulletin, pp. 652 (1929), 477 (1930), and 538 (1930); 
Cs, Cs, Comptroller's Report (1929), pp. tog and 123; Rs, Report of the Federal ees Board (1929), 
p. 62; Di, Statistical Abstract, 1931, p. 791. 
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WORKSHEET FOR TABLE IV 


EsTImMmaTE OF Basis FoR ASSIGNING VALUE ADDED 
IN BANKING*—1925 








(3) (4) 
Total 


Basis 
(1) +(3) 





5,494 
1,666 
9,032 
1,573 


expr 3,536 
Electric railways 731 
Private light and power| 6) 735 
—— and tele- 

rap 542 
Water - * ret 267 
Merchandise. . cas 6,817 
Government 89} 7,492 
Unclassified. ........ 6 8,165 
Consumers d) 1,358 


1,982 





€) 15,647 




















* In millions of dollars. 

a) U.S. government securities—all reporting banks 
U.S. government securities—Federal Reserve Banks 
Federal Reserve Bank note collateral 


Less 3 for indirect equity in foreign countries . . 


Add: State, county, and munici 
her securities, Federal 


5) Bonds of other Public- “service corporations, 1,064 (divided §, §, and §).. . . 


c) Foreign securities held 
3 of total U.S. government securities held by the banking system 


Total. . 

@) Balance assigned t to each of agriculture, manufacturing, merchandise, and consumers, and 4 to 
each of mines and unclassified. 

¢) Totals from consolidated balance sheet for banking system, June 30/25. 

nD “i —4 to be 45/2748, or 1.7 per cent of total (Recent Economic Changes, p. 738), total interest 
income of bank: 

2) amet '0as.260 M on basis of Column (2). 

Note.—R, Compiroller’s Report; F, Federal Reserve Report; B, Federal Reserve Bulletin. 
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WORKSHEET 1 FOR TABLE V 


EsTIMATED BALANCE OF INTERNATIONAL PAYMENTS OF THE UNITED STATES 
FOR THE YEAR 1928* 








Adj. 


Dr. 





Merchandise im 
Total comm ete. 
Gold and = ome in ear- 
marked gold 


Total merchandise im-| 


ports.... 
Service imports: 
Freight 


Tourist expenditures. ... hag 


Other U.S. government 


Motion-picture royalties)... . 


Imports of Canadian 
electric power 


Foreign subscriptions to 
American press......|.... 


Patents, copyrights— 
sales and royalties; 


American advertising 


abroad 


Cable, radio, and tele- | 


phone services 
ean-borne 
trafhi 


Insurance transactions. .}... . 


Total service imports. 
Equity imports: 
Movements of private 
long-term capital 
Movements of short-term 


Increase in capital value 
of war-debt annuities .|.... 


Total equity imports. . 
All other debits: 


Immigrant remittances.|.... 


Earnings of long-term 
private investments . 
Earnings of short- term 
interest and commis- 


Missionary and charita- 
ble contributions 
Total—all other 

Grand total 





passenger im 


—6 





4,483 
357 
4,840 


227 


804 


252 


107 


51 
660 
10,618 








Merchandise exports: 


Total commodity trade}... . 


Gold and changes in ear- 
marked gold 


Total merchandise ex-| 


ports 
Service exports: 
Freight 


Tourist expenditures. . . aot 


Other U.S. government 
receipts and foreign 


representations. esesefeves 


Motion-picture _royal- 


Foreign subscriptions to hi 


American press 

Patents, 
sales and royalties; 
legal fees 


copyrights— i. 


American advertising 


abroad 


Cable, radio, and tele] 


phone services 


Ocean-borne passenger Pig 


traffic. . 
Insurance transactions. 


Total service exports}. . a 


Equity exports: 
Movements of private 


long-term capital... .|.... 


Movements of short- 


Total equity exports. $2 


All other credits: 
War-debt receipts of 
U.S. treasury; inter- 


Immigrant entrance 


capital 


Earnings of long-term 
private investments.|... . 


Earnings of short-term 
interest and commis- 





fi 


+6 


25 
817 
76 


1,231 
10,606 








* In millions of dollars. 


r cent on the total debt 

” plus “interest.” 

ae. re- 
ms Commission. 


uals interest at ate 


® Increase in ~ rincipal of war debt during the year 
t e year— “princi 


as of the first of the year, minus total payments during t 


> “Other U.S. government receipts and foreign representations” less German 
imbursements of the costs of U.S. Army of Occupation and the awards of the Mixed C 


© Interest at 4} per cent on the capital value of the war debt as of January 1. 
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WORKSHEET 2 FOR TABLE V 


EsTmmMATED INCOME RECEIVED FROM ABROAD*—PortTo Rico, 
HAwWAw, AND ALASKA, 1927 








Hawaii Alaska Porto Ricot 





Merchandise imports 89 
Freight, commissions, and in- 
10 
2 
a 


Merchandise exports (includ- 
ing gold) 


Security exports 

Tourist service 

Net Income 

Gifts and federal expenditures 
Less: Income to outside in- 


I 


= § 
15 

















* In millions of dollars. 

t Migratory workers’ pay-roll withdrawals and immigrant remittances. 
t Year ended June 30, 1928. 

a Zero, or less than one-half million. 


No satisfactory data on outside investments in Hawaii and Alaska are 
available, but an inspection of the balance sheets of some of the chief cor- 
porations operating in these territories suggests that it would be conservative 
to place the investments in Alaska at $50,000,000, and in Hawaii at $150,- 
000,000. Income to outside investors is reckoned at 6 per cent on these 
figures. According to the Hawaiian Annual, 1924, page 65, immigrants’ re- 
mittances to Japan amount to about $9,000,000 per annum. Alaska imports 
annually upward of twenty thousand migratory workers, who presumably 
carry away with them a considerable sum on departure. In Hawaii, it was 
assumed that federal tax collections were about equal to federal expendi- 
tures. Federal expenditures in Alaska are for the Alaska railroad. While 
these estimates are necessarily rough and omit important items, they are 
probably adequate to indicate the sign and the order of magnitude of the 
income adjustment for the customs area. 


Morris A. COPELAND 
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MANNESMANN MINING INTERESTS AND THE 
FRANCO-GERMAN CONFLICT OVER 
MOROCCO" 


E reader is probably familiar in a general way with the 
course of political events which led up to one of the great- 
est of those international crises climaxed by the World 
War—the Morocco crisis of 1911. Beginning in 1902, under For- 
eign Minister Delcassé, France negotiated secret agreements with 
Italy, England, and Spain. Italy received assurance of French 
non-interference should she decide to take Tripoli; England ob- 
tained a free hand in Egypt; Spain was promised a portion of 
Morocco, should that land cease to be independent. Each of these 
Powers, in return, agreed to stand aside and let France have her 
way in Morocco. The path thus cleared, France commenced the 
process of gradual conquest known as “peaceful penetration.” 
She urged her bankers and business men to interest themselves in 
Morocco, sent in military expeditions on various pretexts from her 
neighboring colony of Algeria, and made her diplomacy the dom- 
inant influence at the court of the Sultan. 

One possible obstacle to her ambitions in Morocco France had 
neglected to remove. She had done nothing to secure German 
acquiescence. Germany’s diplomatic interest in Morocco hitherto 
had been concerned wholly with the routine functions of obtaining 
equal rights for her traders and providing them with such assist- 
ance and protection as seemed called for. The volume of her Mo- 
roccan trade ranked third, immediately after that of England and 
France, but neither Germany nor the other two Powers can be 
said to have had any really important economic interests in Mo- 
rocco at any time during the difficulties dealt with in this paper. 
Morocco was a primitive, undeveloped country whose economic 
importance, if any, lay wholly in prospects for the future and 
was much exceeded by her importance to national ambitions and 
national jealousies. When France made her peace in advance 

* The investigation on which this article is based was made in Europe by the 


writer while holding a fellowship of the Social Science Research Council, to whom he 
gratefully acknowledges his indebtedness. 
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with all other European states which might possibly show an in- 
terest in Morocco, however, and deliberately™ neglected Germany, 
German statesmen felt that the snub could not be accepted in 
silence. There is evidence also that sinister influences in the Ger- 
man Foreign Office, of which it was purged a few years later with 
the dismissal of Baron von Holstein, were committed to the “pre- 
ventive war’ theory and were, therefore, seeking to stir up a 
quarrel with France.* Thus it was that in 1905 the Kaiser went 
ashore at Tangier to deliver a speech which, by phrases emphasiz- 
ing the independence of the Sultan, in effect, was a challenge to 
France on the Morocco issue. The political tension which ensued 
was the first Morocco crisis and culminated in the Conference 
of Algeciras. At this international conference (1906) French diplo- 
macy was, in the main, victorious, though Germany did secure the 
adoption of a body of rules (the Algeciras Act) regulating the 
affairs of Morocco and affirming the independence of the Sultan. 
It soon became clear, however, that France had no intention of 
allowing the Algeciras Act to impede her “pacific penetration,” 
and several times incidents occurred to aggravate the tension 
with Germany. 


At length the leading statesmen of Germany began to doubt 
the wisdom of quarreling over Morocco. Chancellor von Biilow 
saw that the policy represented by Holstein would lead inevitably 
to war, and the latter’s resignation was accepted in 1906. The 
Kaiser wrote upon a memorandum in 1908, ““The wretched Mo- 
rocco affair must be brought to a close, quickly and finally. 
Nothing can be done, Morocco will become French. So get out 


t® An influential German banker who often served as intermediary between his 
government and that of France records that a Parisian bank director once told him 
the following: The banker was called in by Foreign Minister Delcassé, who ex- 
plained that the French government intended to move forward politically in Moroc- 
co and that support on economic lines would be desirable, for which he counted 
upon the co-operation of the banks. Delcassé said that understandings had been 
reached with Powers signatory to the Madrid Treaty, namely, England, Italy, and 
Spain. As the banker added, “and with Germany?” Delcassé exclaimed, ‘“‘Avec 
Allemagne, jamais de la vie!’’ (Paul H. von Schwabach, Aus meinen Akien 
[printed for private circulation in 1927 but never published], p. 335). 

? Oscar Freiherr von der Lancken Wakenitz, Meine dreissig Dienstjahre, 1888- 
1918, Potsdam-Paris-Briissel (Berlin, 1931) pp. 54, 62; H. von Eckardstein, Lebens- 
Erinnerungen (Leipzig, 1919), p. 248. 
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of the affair gracefully in order that we may at last end the fric- 
tion with France, now, when great questions are at stake.’ The 
result of this new conciliatory policy was the Franco-German 
Accord of February 8, 1909. Germany recognized that the po- 
litical interests of France in Morocco were paramount, while 
France on her part agreed to do nothing to hamper German com- 
mercial or industrial activity. A third clause of the accord pro- 
vided that France and Germany should endeavor to associate 
their nationals in joint economic enterprises in Morocco.‘ 

This agreement did not put an end to the Morocco difficulties, 
however. The attempts of the two governments to associate their 
nationals in joint enterprises failed; public opinion, especially in 
Germany, grew more and more exasperated; France continued to 
bring Morocco more and more completely under her control, 
sending troops farther into the interior after border violations and 
finally into the capital itself. At length the government of Ger- 
many decided that the time had come to bring the matter to a 
head. It was willing enough by this time to let France have 
Morocco if it could get compensation elsewhere and save its 
prestige. So the German gunboat “Panther” was dispatched to 

3P. T. Moon, Imperialism and World Politics (New York, 1927), p. 210, citing 


the Kaiser’s notation on Biilow’s report of October 5, 1908, quoted from German 
archives by Brandenburg, von Bismarck zum Weltkriege, p. 293. 

4 The French text of the accord of 1909: 

‘Le gouvernement de la République francaise et le gouvernement impérial alle- 
mand, animés d’un égal désir de faciliter l’exécution de l’acte d’Algésiras, sont con- 
venus de préciser la portée qu’ils attachent a ses clauses, en vue d’éviter toute cause 
de malentendus entre eux, dans l’avenir. 

“En conséquence, 

“Le gouvernement de la République francaise, entiérement attaché au maintien 
de l’intégrité et de l’independance de )’Empire chérifien, résolu 4 y sauvegarder 
l’égalité économique et, par suite, 4 ne pas y entraver les intéréts commerciaux et 
industriels allemands. 

‘Et le gouvernement impérial allemand, ne poursuivant que des intéréts écono- 
miques au Maroc, reconnaissant, d’autre part, que les intéréts politiques particu- 
liers de la France y sont étroitement liés 4 la consolidation de l’ordre et de la paix 
intérieure, et décidé 4 ne pas entraver ces intéréts. 

“‘Déclarent qu’ils ne poursuivront et n’encourageront aucune mesure de nature 
a créer en leur faveur ou en faveur d’une puissance quelconque un privilége écono- 
mique et qu’ils chercheront a associer leurs nationaux dans les affaires dont ceux-ci 
pourront obtenir l’entreprise” (André Tardieu, Le Mystére d’ Agadir (Paris, 1912], 


pp. 1-2). 
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the port of Agadir, again challenging France and, in effect, de- 
manding that she settle with Germany before going further in 
Morocco. The international crisis which ensued was long and 
severe (July 1-November 4, 1911). England and other Powers 
found themselves involved in the tangle, and a general European 
war was narrowly averted. Finally the question was settled peace- 
fully by a compromise which allowed France to establish a pro- 
tectorate in Morocco, on condition that all nations should enjoy 
economic equality there, while by way of compensation Germany 
received 100,000 square miles of the French Congo.5 

It is against this background that the story of the Mannes- 
mann mining interests must be told. 

Reinhard Mannesmann, the eldest of six brothers, sailed along 
the coast of Morocco in 1906 on a wedding trip. At various ports, 
where the boat touched, natives showed him specimens of iron 
ore. Now Reinhard Mannesmann knew something about ore and 
its uses, for at home in Remscheid, Germany, his family was en- 
gaged in the metallurgical industry, manufacturing seamless iron 
tubes, the so-called Mannesmann tubes, by a process which they 
had invented.® So he questioned the natives closely and made a 
list of the localities from which their finds had come; then he pro- 
ceeded to Tangier intending to obtain a concession from the sul- 
tan for the right to work these deposits.’ 

At Tangier, Mannesmann conferred with the German minister, 
Dr. Rosen, who, it appears, gave him the sort of assistance that 
a diplomat in such a country customarily gives to a business man 
from the country he represents. The partisans of the Mannes- 
manns claimed some years later, after controversy had arisen as 
to the support which ought to be accorded their claims by the 
German government, that the government actually urged and 


5 See the account in Moon, op. cit., pp. 211-14. 


6 Article ‘Max Mannesmann” by Dr. August Elbers in the Deutsches Bio- 
graphisches Jahrbuch, 1, 1914-16 (Berlin, 1925), 149. Article “Reinhard Mannes- 
mann”’ by Ernst Kaulisch in the same Jahrbuch, IV (1922), 180-86. 

7 This and much of the following material is based on a personal interview with 
a retired German official whose position at the time necessitated that he have an 
intimate knowledge of the whole Mannesmann episode. He does not wish his name 
used. 





56 EUGENE STALEY 


pushed them onward at first.* This would seem to accord with the 
general line of German policy from the Kaiser’s landing at 
Tangier (1905) until 1908, in certain respects, at least. The tac- 
tics usually employed by a national government attempting to 
block the penetration of another in a given area include urging 
and pushing its own nationals into enterprises in the disputed terri- 
tory. The situation of the German government in Morocco after 
the Algeciras Conference (1906) was a bit peculiar, however. It 
was interested in sustaining the authority of the international 
Act of Algeciras and in holding France to strict accountability 
under it. Now, it so happened that Article 112 of the Act of Alge- 
ciras had prescribed that the Sultan should issue a firman or law 
on the subject of mining rights, in order to establish a regular pro- 
cedure by which concessions should be granted. This law was to 
be based upon the existing European practice in such matters, and 
it was generally understood that until the law had been pro- 
claimed? no concessions at all could be issued. Thus, if the Ger- 


8 Thus, Dr. Wilhelm Arning, Marokko-Kongo (Leipzig, 1912), p. 65 and else- 
where: ‘‘In fact, the Mannesmanns.. . . in the years before 1908 were not only 
not held back but were actually sequested and even urged to proceed.” (“. . 
Man hat sie geférdert und sogar vorwirts gedringt.”) Dr. Heinreich Pohl in Der 
Rechtfall Mannesmann (Bonn, 1910), p. 7, and likewise in the Zeitschrift fiir Politik, 
V (1912), 558-77, makes similar statements. 

Pohl writes that in 1904 certain German iron industrialists expressed the inten- 
tion of securing rights in Morocco, but the German Foreign Office dissuaded them. 
Then the next year the policy which brought about the Kaiser’s landing at Tangier 
was adopted, whereupon the Foreign Office let it be known that it should like to see 
these industrialists create German interests in the domains of the Sultan, but this 
time they refused. 

Without knowledge of these circumstances, which were kept secret, continues 
Pohl, the Mannesmanns turned their attention to Morocco. Dr. Rosen encouraged 
Reinhard Mannesmann in 1906, telling him he was glad he had come. Dr. Rosen 
said he could not help Mannesmann in an official capacity lest it arouse the jealousy 
of the representatives of other Powers, but introduced him in Moroccan society. In 
Fez the Mannesmanns lived for a time in the consulate during the absence of the 
consul. This close association with German consular officers gave the other consuls 
the impression that Mannesmann was there on a secret political mission for which 
mining was only a mask. Meantime he was able to carry on his researches without 
interference. Among other preparations, he got learned men to search out passages 
in the Koran favorable to the exploitation of natural resources (Der Rechtfall 
Mannesmann, p. 7). 

* The unsettled conditions in Morocco and division among the foreign Powers 
resulted in interminable delay in the adoption of the mining law. 
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man government was to avoid supplying the French with a pre- 
text for utter disregard of the Algeciras Act it had to be wary 
about its assistance to Mannesmann. From this point of view the 
German government’s official contention that it had never ac- 
corded more than qualified support to his projects seems to accord “ 
with the logic of the situation. 

The dispatches in the Whitebook” submitted to the Reichstag 
toward the end of 1909 show that on June 4, 1906, Reinhard 
Mannesmann informed Dr. Rosen that he had discussed mining 
concessions with Sultan Abdul Asis at Fez and that the Sultan 
seemed favorably inclined. Rosen asked Berlin for instructions 
and was told to let the Mannesmanns go their own way for the 
time being. Later" he was authorized to help bring the matter to 
the Sultan’s attention, since such a procedure might possibly give 
the Mannesmanns a certain claim to priority of consideration once 
the mining law had been promulgated. After all, the Mannes- 
manns were German citizens and the only ones in the field. 

Dr. Rosen thereupon obtained a private audience with the Sul- 
tan and got him to accept and certify a priority announcement. 
Dr. Rosen also made the situation under the Algeciras Act per- 
fectly clear to Reinhard Mannesmann, however. He explained 
that priority might prove of some value if two provisions could 
be put into the mining law: (1) a provision that claims announced 
to the Sultan before the adoption of the law were to be considered, 
and (2) a provision for taking the priority of such claims into 
account. There was a good chance of securing the insertion of the 
required paragraphs in the law when issued, for the Mannesmann 
filing had been kept secret. Rosen also helped to draft and to 
bring to the attention of the Sultan a mining law suited to these 
German interests. 

In November, 1906, the Mannesmann firm handed in further 
requests to the Sultan for concessions in all partsof Morocco cover- 
ing many minerals. The Berlin Foreign Office, apprised of the fact 
by Rosen, observed that this had the appearance of monopolistic 
intentions and that Germany must be careful to hold to the spirit 

1° Weissbuch, ‘‘Denkschrift und Aktenstiicke tiber deutsche Bergwerksinteressen 
in Marokko.” 

™ August 23, 1906. 
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as well as to the letter of the Algeciras Act, since she was endeav- 
oring to hold other nations to it. She could not afford to have 
damaging charges against her policy in Morocco get abroad.” 
The Mannesmanns were informed all along that it was very 
doubtful whether, and in what way, rights could be secured in 
Morocco before the issuance of a mining law, and that on that 
account they could expect only qualified support of their projects. 

Soon after the Algeciras Conference several drafts were sub- 
mitted to Sultan Abdul Asis to guide him in framing the new min- 
ing law required by Article 112. One was that prepared at Tangier 
by the German minister, representatives of the Mannesmanns, 
and Moroccan officials. Another was proposed by the French. 
The French draft was generally supposed to provide that the 
Sultan should be free to choose at his discretion among the appli- 
cants for any mineral concession. This was a provision that the 
Germans were especially anxious to avoid, for the very good 
reason that the Sultan, tottering on his throne, was falling more 
and more into dependence on the French. 

On June 23, 1908, a representative of the Moroccan govern- 
ment informed the diplomatic corps that the Sultan had decided 
to intrust the framing of a mining law to his public works engineer 
—a Frenchman. The Germans immediately took alarm. To 
counter this French move the German minister, supported by 
Berlin, insisted that before the final adoption of such a law it must 
be submitted to the diplomatic corps for approval. With great 
difficulty he succeeded in getting an official expression of the 
corps in this sense at a sitting held August 20, 1908. In so acting 
to prevent the adoption of a law which might give free choice of 
concessionaires to the Sultan, says the German Whitebook, the 
government was proceeding in accordance with requests directed 
to it by German interests in Morocco, including the Mannes- 
manns themselves." 

It appears that the decision of the diplomatic corps was not 
made public, and defenders of the Mannesmanns say they first 
learned of it semiofficially in January, 1909. Meanwhile, they 
were concentrating their efforts on a pretender to the throne who 
had raised the standard of revolt. The crafty pretender, Mulay 

% Weissbuch, von Tschirschky to Rosen, November 6, 1906. 

3 Documents, Nos. 18, 19, and 20, Weissbuch. 
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Hafid, who later reigned as Sultan but had not yet been recog- 
nized by the Powers, needed money for extending his sway. He did 
not bother himself with legal niceties, therefore, but took care to 
replenish his empty treasure chest on first payments, gifts, and 
fees from hopeful concession-hunters. Among the most hopeful 
were the Mannesmanns, and the reason that their proposals were 
given more consideration than others was that they had the neces- 
sary cash in hand.“ On October 7, 1908, the yet unrecognized Sul- 
tan signed a mining “law” proposed by them and issued a sweeping 
concession thereunder in their favor. Neither of these documents 
were published, but the Mannesmann representative took the 
concession itself to the German consulate in Fez, where it was 
accepted by Vice-Consul Vassel for official registration with ex- 
plicit reservations as to its validity. Vassel knew of the decision 
of the foreign diplomats in Tangier and knew that Mulay Hafid, 
if recognized, would be bound to accept all the international obli- 
gations of his predecessor, including that of submitting the mining 
law for approval to the diplomatic corps." 

One of the Mannesmann brothers stayed on and negotiated 


“4 This statement does not appear in the Weissbuch as published, but in a docu- 
ment which the writer had the advantage of using at the Foreign Office in Berlin 
and which will be referred to as the Confidential Preliminary Whitebook. Apparently 
this preliminary edition (marked “‘streng vertraulich”) was printed and circulated 
among the Foreign Office staff before being revised for publication. In the process 
of revision some documents were eliminated, others added, and the prefatory re- 
marks were partially rewritten. The background for some paragraphs in the text of 
this article depends upon material included in the Confidential Preliminary W hite- 
book but not included in the published version. 

"Ss Weissbuch. An interesting sidelight on the attitude of Mulay Hafid and the 
great game of hunting concessions is furnished by the Whitebook dispatches from 
Morocco. At the same time that the negotiations with the Mannesmanns were in 
progress Mulay Hafid was dickering with an Englishman and a Frenchman for the 
granting of overlapping rights. That these were not actually accorded was due to 
the fact that the would-be concessionaires lacked ready cash, and not to any scruples 
on Mulay Hafid’s part. 

The German minister reported on October 14, 1908, that Mulay Hafid had re- 
cently conceded all the mines in his country to an English enterpriser in order to get 
cash. How lightly he took the whole business of concession-granting was shown by 
the fact that shortly thereafter he had granted rights to a large part of these same 
mines to German interests. It is hardly to be expected, continued the dispatch, that 
the Powers will recognize such concessions. In addition, a quantity of earlier con- 
cessions to Frenchmen and Spaniards were in existence. The new mining law, if it 
were to bring some sort of order out of the tangle, could be framed only after lively 
battles among the competing parties and then only on the principle of compromise. 
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further with Mulay Hafid. “If he remains,’ wrote Dr. Rosen in 
June, 1909, “he is going to get rid of a great deal of money.’’* 
Rosen kept advising the Mannesmanns not to play Mulay Hafid’s 
game further but to make an agreement with a powerful competi- 
tor which had entered the field—the Union des Mines Maro- 
caines. 

This Union des Mines was an international association founded 
in 1907 by M. Carbonel, a French engineer connected with 
Schneider-Creusot, and included among its adherents powerful 
French, German, British, Spanish, Italian, Austrian, Belgian, and 
Portuguese metallurgists, bankers, and even political personages. 
The French group, composed of Schneider et Cie, its filial the 
Compagnie Marocaine, the firm of Chatillon-Commentry, the 
Banque Frangaise pour le Commerce et |’Industrie, Count Ar- 
mand, and others, owned 50 per cent of the capital, named the 
president, and elected eight members of the board of directors. 
The German participation of about 20 per cent, with four seats on 
the board, was in the hands of Krupp, Thyssen, Gelsenkirchen, 
the Metallurgische Gesellschaft, and the National Bank fiir 
Deutschland."? The purpose of the Union was to explore for min- 
eral deposits and to obtain concessions in Morocco. In other 
words, it was a société d’ études and, in fact, never conducted any 
actual mining operations. 

The Union des Mines, according to one of its leading person- 
alities, was organized on the initiative of the industrialists con- 
cerned and for purely industrial reasons. At the time of founding, 

*6 Confidential Preliminary Whitebook. Dr. Rosen reports that the Sultan re- 
ceived one of the Mannesmanns secretly at nine in the evening, Mannesmann handed 
over 20,000 francs, but has had no furcher audience since. 

Dr. Vassel, vice-consul at Fez, also reported (in a dispatch of August 6, 1909, 
included only in the Cenjfidential Preliminary Whitebook) that Mulay Hafid had 
been toying with the Mannesmanns. In the infrequent audiences which he accorded 
them he talked adventurously of plans contrary to the Algeciras Act—of leasing the 
hinterland of Melilla for ninety-nine years and similar fantastic notions (Hirnge- 
spinste). ‘The Sultan seems to have grasped that it is his divine right to squeeze 
Mannesmann. He will doubtless make the attempt, and he regards Mannesmann 


already as a sort of checkbook in his pocket.” The only legal form for the transfer 
of money which the Sultan would discuss was the gift, not the down-payment. 


7 Tardieu, op. cit., pp. 44 f.; Weissbuch, p. 30; E. D. Morel, Ten Years of Secret 
Diplomacy (New York, 1912), p. 116. 
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it had no political significance. It was an organization of con- 
sumers of iron ore, international in scope in order to assure a wide 
market for the important deposits it hoped to find.” 

After the Accord of 1909, which, it will be recalled, provided 
that the French and German governments should “‘seek to asso- 
ciate their nationals” in Moroccan enterprises, the statesmen of 
the two nations undertook to fit the mining interests of their 
citizens into the frame of that policy. Particularly was this the 
wish of the German government, for it found itself embarrassed 
by the Mannesmann claims for diplomatic support while other 
German citizens with equal right to assistance—among them the 
important firm of Krupp—were interested in the rival prospects 
of the Union. For this reason particularly, as well as on account 
of the snarl of overlapping concessions which we have seen to be 
developing in Morocco, it seemed to the German government that 
compromise was the only way out. This view was shared by the 
French, and it thereupon became a preoccupation of both French 
and German diplomacy to bring about some sort of a fusion or 
understanding between the Mannesmann brothers and the Union 
des Mines. 

In January, 1909, the Mannesmanns were advised by the Ger- 
man Foreign Office that it could not undertake to defend the 
validity of their claim based on the Mulay Hafid concessions. 
They were urged to put themselves in touch with the international 
syndicate in order that their interests might be cared for along 
with those of the larger and more powerful concern. Early in 
March the Foreign Office again sought to bring about an arrange- 
ment between the Mannesmanns and the German members of the 
Union, informing them that a representative of Krupp had offered 
them one-fourth of the German participation in the Union on con- 
sideration of abandoning their separate claims in Morocco. These 
preliminary negotiations came to nothing.” 

Early in 1909 the Mannesmann brothers seem to have been 
spreading the rumor abroad that the German government would 

* Interview with M. H. de Peyerimhoff, now president of the Comité des Houil- 


léres, the representative of the Union des Mines in negotiations with the Mannes- 
manns. 


% Weissbuch. 
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insist upon the full validity of their claims under the Mulay Hafid 
concessions. At any rate, on March 24, 1909, Foreign Secretary 
von Schén wrote to Max Mannesmann that he had instructed the 
German diplomatic representatives in Paris and Tangier to con- 
tradict all such impressions and to leave no doubt that the official 
support vouchsafed to the Mannesmann brothers would remain 
within certain well-defined limits. ‘I was forced to take this step,”’ 
he said, “because the fear which I expressed to you has already 
begun to prove well-founded; namely, the Imperial Government 
is acquiring the reputation of defending special German rights 
bought in secret from the Sultan of Morocco contrary to the prin- 
ciple of the Open Door and the spirit of the Algeciras Act.” 7 
Von Schén points out in his memoirs that the government could 
not back the Mannesmanns in all their claims, because to do so 
would have put Germany in the position of seeking to sidestep 
those very international controls which she herself had been 
largely instrumental in shaping. “Entering on such a battle,” 
says he, “would have been to court a sure diplomatic defeat.”"¥ 

A goodly portion of the international aggravations which fol- 
lowed may be charged to the peculiarly obstinate and hesitating 
attitude exhibited by the Mannesmanns. Throughout the long- 
drawn-out negotiations with the Union they manifested a stub- 
bornness, indecision, and inability to agree which proved most 
annoying to all concerned, perhaps to the Germans even more 
than to the French. Some of the participants even describe their 
behavior as unaccountable except on the assumption of some ab- 
normal mental quirk. It is certain that the Mannesmanns did not 
show the usual business-man’s readiness to make a deal but an 
like adamant for the complete acceptance of their own extreme 
interpretation of their rights and thereby considerably snarled the 
already complicated skein of Franco-German relations. 

The first formal attempt to bring about a compromise settle- 
ment was made in April, 1909, at Paris, where Mannesmanns and 
the Union bargained under the eyes of their respective govern- 
ments. sUiplomatic dispatches from Morocco carried the warning 

» Ibid. 

* Wilhelm Eduard Freiherr von Schén, Erlebies (Stuttgart and Berlin, 1921), 
pp. 107-8. 
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that the attitude of the Mannesmann firm was awakening distrust 
and endangering relations to France; so von Schén wired Am- 
bassador Radolin in Paris that he should press the two parties 
urgently (dringend) toward agreement. “If we are not successful 
in bringing about such an agreement the result will be a difficult 
and disagreeable situation both for those whose interests are in- 
volved and for their governments.” * 

The desired agreement was possible in either of two directions: 
first, fusion, whereby the Mannesmanns would become share- 
holders in the Union; second, division of the field of action in 
Morocco. The Mannesmanns preferred to explore this latter pos- 
sibility first, for they announced that they could accept no less 
than a half-interest in the Union, which would have made it more 
than half German—a solution wholly inacceptable, of course, to 
the French government. Representatives of the Union thereupon , 
indicated their willingness to divide the known mineral districts | 
in Morocco into two portions of approximately equal promise. | 
Then the Mannesmanns could take their choice. After long and 
painful negotiations on this basis it seemed that agreement had 
finally been reached, when the Mannesmann brothers suddenly 
decided that they could sign nothing without the approval of 
their brother Reinhard, who was in Tangier. He refused to come 
to Paris or to deal by telegraph. Negotiations were thus broken 
off, though the German government strongly advised the Mannes- 
manns to accept the Union offer, since there was no hope of ob- 
taining terms as good by pushing their original claims. Radolin 
reported his growing conviction that the Mannesmanns would not 
agree to anything (es den Herren Mannesmann um eine Einigung 
nicht cu tun ist) .3¢ 

Shortly thereafter Baron von Lancken of the German embassy 
staff prevailed with great difficulty upon M. Peyerimhoff, repre- 
sentative of the Union, to journey to Tangier for a consultation 
with Reinhard Mannesmann. Peyerhimoff set out determined to 
reach an agreement at almost any cost. It was much more im- 
portant to him and to the Union that the matter be settled than 
* ™ Weissbuch, von Schén to Radolin, April 8, 1909. 

*3 Weissbuch, dispatches of April, 1909, especially those of April 22 and April 23 
from Radolin. 
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that one party or the other gain a few more or less of the unproved 
ore deposits. There were more claims in Morocco than both to- 
¢ gether could work in many years.* Both governments exerted | 
| their influence in favor of a settlement. Von Schén wired Rosen 
that he should do all in his power to bring about agreement and 
asked Radolin to get the French government to instruct its diplo- 
matic representative in Tangier likewise. “It would create a very 
difficult situation for all concerned in case no agreement should be 
obtained.” The French Foreign Office sent the desired instruc- 
tions. But in spite of the anxious efforts of both governments 
[M. Peyerimhoff’s trip was fruitless. Though he yielded point after 
point, he met in Tangier the same hesitating indecision, changes 
of mind, and inhibition against agreement which had been en- 
countered in Paris. “If Peyerimhoff had offered Reinhard Man- 
nesmann all the mines in Morocco against one franc,”’ said a Ger- 
man diplomat acquainted with the affair and interviewed by the 
writer, “Mannesmann would have hesitated and finally could not | 
have brought himself to agree.” Dr. Rosen reported from Tangier 
that Peyerimhoff had shown the greatest imaginable willingness 
to co-operate (Enigegenkommen) and stood ready to grant the 
Mannesmanns advantages which would have given them a prop- 
erty position equal to that of the Union. “That the Mannesmann 
Brothers have rejected this offer is incomprehensible to me.’”5 ¥ 

At home, in Germany, the Mannesmann brothers were inspiring 
a newspaper propaganda which quickly assumed large proportions 
and caused grave concern to the government. They demanded 
that the Foreign Office defend the entire validity of their conces- 
sions and created such a furor that von Schén wished to quit his 

/post.* The Biilow government was not very popular anyway, and 
many dissatisfied persons were glad to attack it through its for- 
eign policy. The clamor against von Schén came from many quar- 

4 Interview with M. de Peyerimhoff. 

2s Weissbuch, dispatch from Rosen under date of May 21, 1909. 

26 “Tt is not very pleasant here in Berlin,” wrote a Foreign Office official to a 
German diplomat. “You have seen the Mannesmann hubbub in the newspapers. 
There is really no basis for it, but it doesn’t stop. The Secretary (von Schén) is 
probably right in thinking that it is pointed at him personally. He has a lot of 
enemies to whom the uproar is very welcome. Schén would like to leave” (Stemrich 


to Kiderlen, December 23, 1909, in Ernst Jackh (ed.), Kiderlen-Wachter .... 
Briefwechsel und Nachlage, I1, 40). 
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ters. In fact, the Socialist papers comprised the only important 
group defending him against the Mannesmann attacks, and that 
because they saw in the whole Moroccan mess nothing but cap- 
italistic profit-seeking.” “ 

One need not suppose that the Mannesmann brothers con- 
trolled any large portion of the German press directly or paid in 
every case for the championship of their cause—though they did 
spend considerable sums of money on propaganda.” There is al- 
ways a certain section of the press in any country eager to wave 
the flag, to demand a strong foreign policy, and to accuse a gov- 
ernment with scruples about international obligations of abandon- 
ing the national interests in favor of foreigners. The Mannes- 
manns had at their service the vociferous organs of the Pan- 
German League (Alldeutscher Verband), which had long been 
shouting that Germany should annex part of Morocco in order to 
provide a market for German industry, a settlement territory under 
the German flag for German emigrants, a source of raw materials, 
and, not least, a naval base for the growing German fleet.” The 
petty tradesmen and professional people who formed the member- 
ship of the League were fertile soil for the Mannesmann agitation. 
They probably knew little more about Morocco than its location 
on the map, and what they could learn from hastily written news- 
paper articles, but they found a welcome relief from the ordinary 
drabness of their lives in patriotic enthusiasm. A German com- 
mentator rightly observes that the excitement over Morocco cen- 
tered not around groups of stockholders with investments at stake 
but around romantisierende Stammtische.® 4 

*77Hans A. Osman, Die Mannesmann-Rechte und das Weissbuch im Lichte der 
deutschen Presse (1910). 

In negotiating with the Union des Mines the Mannesmanns contended that 
they had expended large amounts on their mine prospects in Morocco and therefore 
must have a correspondingly large share in any compromise arrangement. The 
Union answered that most of this money had been spent on propaganda in Germany 


and in bribes and gifts in Morocco and only a small part of it on actual prospecting 
(interview with M. de Cacqueray, managing director of the Compagnie Marocaine). 
* Marokko Verloren? (1904), Warum brauchen wir Marokko? (1904), West- 
Marokko deutsch! (1911), published by the League. Cf. Mildred Wertheimer, The 
Pan-German League, 1890-1914 (New York, 1924). 
% A. Willehn, “‘Internationale Finanz und Internationale Politik,” Ewropdische 
Gespriche, VI (October, 1928), 510. 
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The methods employed by the Mannesmanns to influence pub- 
lic opinion are instructive. They asserted that they were impelled 
hin their undertakings by patriotic motives and had refused to agree 
to the Union’s offers for the sake of their country’s future. A sup- 
ply of iron, said Mannesmann pamphlets, Mannesmann partisans, 
and hundreds of editorials, was a question of life and death for 
German industry. “This is the age of iron.” Germany must be 
freed from dependence on foreign sources for this strategic raw 
material. Sixty per cent of her iron ore had to be imported from 
} foreign nations, and the dangers of this situation were shown by 
Sweden’s recent action limiting the amount of ore which might be 
exported. Were the Mannesmann brothers to agree to minority 
participation in the Union des Mines, said their protagonists, 
their objective of a German-controlled iron supply for Germany 
could never be attained. 

Furthermore, ran many of the arguments, the Mannesmanns 
had been urged forward in Morocco at first by the German gov- 
ernment itself, only to be unceremoniously dropped, after they 
had expended much time and money, so soon as their activities 
no longer suited the purposes of the Foreign Office. We have 
already noted what measure of truth lay back of this conten- 
tion. 

As to the validity of the concessions which they demanded that 
German diplomacy support, the Mannesmanns were tireless in 
adducing legal opinion in their favor. They obtained learned 
opinions from distinguished international lawyers and professors, 
all of whom concluded that the Mulay Hafid grants were binding. 
Not only German authorities, but also Spanish, English, Swiss, 
and even French, were induced to give out such statements. 
These were published by the Mannesmanns in elaborate brochures 
and widely circulated. 

So a battle of words raged on, with well-nigh disastrous results 
for Franco-German relations. The German government, under 
attack in the Reichstag, issued a Whitebook in defense of its 
policy, and the Mannesmann brothers replied with an impressive- 
ly documented answer, well supplied with affidavits and legal 
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/ opinions.* Whenever the government gave out a semiofficial ex- 
planation of its attitude the Mannesmann reply was carried by a 
long list of newspapers, accompanied by criticism of German 
diplomacy. Men of science wrote articles on Germany’s need for 
iron, on her need for territorial expansion, and on the justice of the 
Mannesmann claims. Petitions poured in from scattered Cham- 
bers of Commerce and from such influential bodies as the Ham- 
burg Ship-Owners’ Association, which saw in Moroccan ore a 
prospect of great benefit to the transportation industry. 

A dispatch from the German ambassador in Madrid to his For- 
eign Office describes the proceedings of the Mannesmanns in ob- 
taining legal opinions there. On the advice of Maitre Clunet of 
Paris—a distinguished French authority who had written an 
opinion for the Mannesmann side—they went to Dato, president 
of the Chamber of Deputies, and Moret, leader of the Liberal 
party. Both issued opinions which coincided with those of Pro- 
fessor Philipp Zorn and the other Mannesmann experts in uphold- 
ing the Mulay Hafid concessions. They asked and received 600 
pesetas each in compensation.” Perhaps in this case the Mannes- 
manns were seeking political support rather than legal advice. 

They also organized a syndicate to take over their concessions 
and interested influential Austrians in it to the extent of 25 per 
cent. The Austro-Hungarian government was soon inquiring of 
the German government about the status of the Mannesmann 
claims. A written agreement was reached with the Duke of Povar 
in Spain, and six French members were taken into the Mannes- 
mann syndicate. One of these was a former Parisian prefect of 
police, Andrieux, who soon thereafter (reports the German am- 
bassador) paid a call upon the foreign minister. The French gov- 
ernment informed him that all French citizens were equally en- 
titled to support in their foreign business operations.** Thus the 
Mannesmanns partly internationalized their patriotic enterprise! 

3 Marokko-Minen-Syndikat, Beantwortung der Amilichen Denkschrift und Akten- 
stiicke iiber deutsche Bergwerksinteressen in Marokko, Nr. 189 (Berlin, March, 1910). 

# Confidential Preliminary Whitebook, dispatch dated June 30, 1909. This dis- 
patch does not appear in the published W hitebook. 

33 Weissbuch. 
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Confronted by a menacing tide of public opinion at home, the 
German government sought desperately again early in 1910 to 
bring about an agreement between the Mannesmann syndicate 
and the Union des Mines.**“The circumstances are worth recount- 
ing in detail. 

On May 109, 1910, Kaiser William II met M. Stephen Pichon, 
French foreign minister, at the funeral of King Edward VII, 
which both were attending, and said to him in substance: “I 
should be very happy to see the Moroccan question finally settled. 
I should be glad if you were able to reach an agreement with the 
Mannesmann Brothers. In this connection, you will shortly re- 
ceive a visit at Paris from a man who has my confidence, Rath- 
enau. He has been charged to arrange an accord.” ¥ 

A week later Walter Rathenau arrived in Paris. Prince Rado- 
lin, the German ambassador, presented him to M. Pichon and 
M. Pichon in turn presented him to the Union des Mines. Rath- 
enau, a man of high standing in Germany, who came from a social 
level superior to that of the Mannesmann family, told the officers 
of the Union that he hardly knew the Mannesmanns and was not 
familiar with their affairs; they had simply asked him to negotiate 
an agreement with the Union for them. He had replied that he 
would do so only with the assent of the German government. “My 
friend, Minister von Schén,” Rathenau continued, “seized the 
opportunity with eagerness. I was presented to M. Pichon and to 
M. Briand by Prince Radolin. These gentlemen have told me 
that they would be happy to see my efforts succeed 
must be neither victor nor vanquished in the accord.’’* 

Rathenau first proposed a partition of Morocco into mineral 

4 That statesmen regarded the situation as extremely serious is shown by a dis- 
patch which Ambassador Radolin sent to Berlin on May 18. Referring to confer- 
ences on the framing of a mining law for Morocco, which were also being held about 
this time, he warned that they must not be allowed to collapse. The Mannesmann 
brothers were said to desire such a collapse, because they hoped to reap advantage 
from anarchic conditions. The energetic campaign being carried on by the Mannes- 
manns, in Radolin’s view, might produce a very dangerous situation in case other 
powers should offer resistance, “especially since our public opinion would certainly 
demand a determined defense of the Mannesmann interests, .... though that 


could hardly be given any longer by purely diplomatic means” (Die Grosse Politik, 
footnote to No. 10,508). 


3s Tardieu, op. cit., pp. 48 ff. 36 Tbid. 
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zones, but the Union refused for political reasons. Such a parti- 
tion would have constituted a monopoly distasteful to public 
opinion and would have given Germany dominion over half the 
country. The Union suggested instead of a territorial division 
that the Mannesmanns should have all the iron mines, since iron 
was the product of most interest to German metallurgy, while all 
other mines should go to the Union. Then each party should turn 
over 20 per cent of its net product to the other. Rathenau rejected 
this proposal. Because pressure for conciliation was exerted from 
“high places,” the Union thereupon accepted the principle of ter- 
ritorial division, but with two conditions attached. First, only 
deposits already known should be so divided, and, second, the 
south and west of Morocco, which members of the Union had been 
prospecting (and which German chauvinists had been wanting to 
annex—cf. West-Marokko Deutsch!), should be the field of the 
Union. 

Rathenau agreed, and a line was drawn at the thirty-seventh 
parallel. On May 28 a draft agreement was ready. M. Pichon had 
been made acquainted with all its details. Three days later one of 
the Mannesmanns arrived, and it seemed that the end of the long 
struggle was at hand. But with Mannesmann’s arrival the atmos- 
phere changed. ‘‘Each day there was a new proposal, a fresh exac- 
tion.” The Union was conciliatory, conceded many points, and 
once more an accord was reached. June 8 was set as the day on 
which it should be signed. On that day the directors of the Union 
were assembled for the purpose when Rathenau entered, declared 
that the Mannesmanns were demanding new modifications which 
he considered unjustifiable, and announced that he had resigned 
his mandate. Negotiations were therewith broken off.” 

Yet again in the latter part of 1910 and the first months of 1911 
there were attempts, always impelled by the governments, to 
bring the Union and the Mannesmanns together. One scheme 
called for the organization of a bank which should acquire the 
rights of both parties and in which the Mannesmanns, the Union, 
and a neutral Anglo-German group should hold shares. The divi- 
sion proposed would have given French interests less than half 


37 Ibid. 
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the stock in the enterprise and was not acceptable to them. The 
Mannesmanns, in order to satisfy the Pan-German press, de- 
manded the assurance that 40 per cent of all iron mined should be 
available to German factories at the market price. This project 
likewise fell through.* 

Meanwhile other phases of the dangerous Moroccan question 
/had been growing more troublesome. The poison injected by the 
| Mannesmann agitation and its reflection in the French and Eng- 
‘lish press had certainly been making their solution no easier. At 

last the French occupied Fez, Germany sent the “Panther” to 
Agadir, an English cabinet minister made a bellicose speech, and 
war clouds lowered. At the height of the tension, while the Ger- 
man government was endeavoring to preserve peace on the basis 
of territorial compensation in equatorial Africa, against a French 
Morocco, the Pan-German press, “influenced primarily by the Man- 
nesmann Brothers,” as Chancellor Bethmann-Hollweg thought, 
continued, despite official efforts to still its clamors, to demand a 
part of Morocco for Germany. “That,” added the Chancellor in 
a memorandum to the Kaiser, “is in my humble opinion a chief 
cause of the nervousness of the German public.’’»® 

The Morocco crisis of 1911 ended with the signature of a Fran-] 

co-German convention on November 4. The detailed stipulations 
in the convention regarding equality of treatment under the 
French protectorate for mining enterprises of all nationalities 
attested once more the great prominence which public opinion in 
Germany had forced the government to give this subject. = 
Now that Morocco was definitely French an agreement be- 
tween the Mannesmann syndicate and the Union des Mines could 
finally be brought about, and on November 13, 1911, the long and 
difficult negotiations came to an end. Everyone breathed a sigh 
of relief. “Ouf!’’ wrote Jules Cambon, French ambassador in Ber- 
lin, to the German foreign minister, von Kiderlen, “‘Ce n’a pas été 
tres facile, mais cela nous facilitera bien des choses.” It may be 
mentioned in concluding that iron is not even listed among the 





38 Ibid. 
39 Die Grosse Politik, No. 10,728 (August 28, 1911). 
# Ibid., No. 10,783 (November 14, 1911). 
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exports or mineral resources of Morocco in recent numbers of the 
official Annuaire économique.“ 

An epilogue to the Mannesmann affair came after the World 
War. An arbitration court consisting of one German, one French- 
man, and an appointee of the king of Norway, finally recognized 
on equity grounds twelve of the two hundred claims of the 
Mannesmann interests and valued them at 30,000 gold francs. 
These rights were liquidated under the Treaty of Versailles along 
with other German property.*” The Mannesmanns appear to have 
recovered a certain amount from the German government on 
reparations account, but they are still seeking to obtain more. 
Their brief argues that the government sacrificed the interests of 
their firm to high politics in 1908 and that the Whitebook of 1910, 
marshaling all the arguments against the validity of their con- 
cessions, made it possible for their opponents in the arbitration 
proceedings to answer all their contentions by quoting German 
sources and thereby had prevented them from establishing more 


# Moon, op. cit., p. 214 n. The German Foreign Office thought of warning the 
German public against “fantastic and false conclusions’ regarding the mineral im- 
portance of Morocco. The Confidential Preliminary W hitebook contains a paragraph 
which was omitted from the published edition: “The impression has been spread that 
Morocco is an Eldorado of ore and that it is destined to quell the iron-hunger of 
Germany when other sources of supply run out. There is talk of inexhaustible iron 
deposits. Such assertions are wholly unproved. A correct appraisal of the deposits 
in Morrocco is a difficult question for the time being, but in serious expert circles 
of the various nations the judgment of Morocco’s mineral gifts is a sober one.” 

# A law of the French protectorate of Morocco dated January 19, 1914, provided 
means for the settlement of mining litigation (P. L. Riviére, Table génerale des 
traités, codes, lois et réglements du Maroc, 1912-1923 [Paris, 1923], p. 107). 

The Commission Arbitrale des Litiges Miniers au Maroc set up under this law 
handed down a decision on February 8, 1921, validating twelve Mannesmann claims. 
In a later decision dated June 1, 1922, it placed a pecuniary value of 30,000 gold 
francs upon them. This was done after an investigation on the spot by a Norwegian 
and a Swedish expert (see the Bulletin officiel of Morocco, No. 504 [June 20, 1922], 
pp. 1004-8, which gives the latter decision in full). 

“The liquidation decree appears in the Moroccan Bulletin officiel, No. 513 
(August 22, 1922), p. 1300. The relevant article of the Treaty of Versailles is No. 
144, which reads: 

‘Mining rights which may be recognized as belonging to German nationals by 
the Court of Arbitration set up under the Moroccan Mining Regulations shall form 
the subject of a valuation, which the arbitrators shall be requested to make, and 
these rights shall then be treated in the same way as property in Morocco belonging 
to German nationals.” 
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of their claims. Rathenau and Stresemann among post-war states- 
men, are said to have recognized the justice of their case for com- 
pensation.“ 

The story of the Mannesmann episode affords a striking illus- 
tration of the fact that, under the present nationalistic system of 
providing protection for the rights of investors abroad, the extent 
of the protection actually accorded depends not alone, nor even 
primarily, upon the justice of the investor’s cause but upon two 
extraneous factors: (1). the influence which the investor can bring 
to bear upon his home government, and (2) the situation which 
happens to prevail in the sphere of world politics. 

On account of the existence of the first factor, investors may re- 
sort to means of arousing public opinion in their favor which by 
their harmful effect upon international relations may help to pre- 
pare the ground for international crises and even wars. Due to the 
second factor, investors whose claims really have some validity 
may not receive the measure of support they deserve if their home 
government, for reasons of high policy, does not desire at the mo- 
ment any possible occasion of misunderstanding with the other 
government involved. Conversely, due to either or both of these 
factors, an investor may sometimes obtain much more protection 
than the justice of his cause deserves. All of these considerations 
argue for the denationalization of the protection of investors 


abroad. 
EUGENE STALEY 
UNIVERSITY OF CHICAGO 


“Interview with Director Erich Niemann of the central office in Berlin of the 
Mannesmann firm. Documents furnished by him, including a report by Geheimrat 
Padel of the Foreign Office, who was the German member of the Arbitration Com- 
mission. Geheimrat Padel (report dated June 15, 1922) reached the conclusion that 
the very small sum awarded the Mannesmanns was wholly insufficient, not even 
covering the cost of the arbitration itself. “I have gained the impression by long 
and unprejudiced study of the whole affair,” he wrote, “that the Imperial Govern- 
ment in its time did grave injustice to these enterprisers. When the matter is finally 
liquidated through the Ministry of Reconstruction, therefore, a very sympathetic 
handling of the case on the part of the Government office is urgently necessary in 
compensation.” 





FARM RELIEF, AGRICULTURAL PRICES, 
AND TARIFFS 


E individualism of the farmer affords a suggestive con- 
trast with the growing reliance of agriculture upon public 
regulation and state aid. In a political arena dominated 

by the struggles of different economic interests for individual ad- 
vantage, and by the moves of the state to control these groups, 
the situation of agriculture is in many respects unique. The agra- 
rian laws of the United States represent its most advanced form of 
social legislation; and the agricultural program, already well ad- 
vanced toward realization, calls for nothing less than the economic 
rationalization of the industry, through state action. Because leg- 
islation in behalf of one occupational group serves as cause and 
precedent for like action in behalf of other classes, the agricultural 
activities of the state merit more than passing attention. 


I. AGRICULTURAL FUNCTIONS OF THE STATE 


What in other industries may largely be left to private initiative 
—research, the development and maintenance of efficient and 
economical marketing and financial services, trade information, 
and sundry activities requiring collective action—in agriculture 
must be undertaken by the commonwealth. This is a natural con- 
sequence of the smallness and wide dispersion of the producing 
units, their collective importance, and their disadvantage in deal- 
ing with other economic classes. Moreover, certain phases of agri- 
culture enforce a relatively large measure of public regulation in 
the interest alike of the farmer and the public. It is a dual interest 
that occasions some conflict. Illustrative of such types of regu- 
lation are the occupation and utilization of the public domain, the 
management of the reclamation projects, the control of animal 
and plant diseases and pests, the inspection of meats and milk. 
But the main cause of the extraordinary proliferation of public 
services has evidently been the long and severe agricultural de- 
pression—a depression that stood out in relief against the general 
industrial prosperity, and high wages, of 1922-29. 
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It is, of course, the tremendous political power of agriculture 
that gives driving-force to the farmers’ demand for state inter- 
vention. The farm population still greatly exceeds in numbers 
that of any other single occupational group; its power is greatly 
enhanced by the territorial basis of representation in the federal 
and state legislatures, and by the political support of the financial, 
commercial, and manufacturing interests which are directly af- 
fected by changes in agricultural purchasing power. Further sup- 
port comes from the widespread conviction that agriculture has 
suffered from national policy, particularly the tariff system. 
Moreover, all these sources of political strength are made effective 
by agricultural solidarity, by more thorough organization, and by 
aggressive leadership. Partly because of the lack of clear-cut is- 
sues between the two great political parties, their struggle for the 
farm vote often resolves itself into a competitive advocacy of 
agricultural tariffs and sundry bills for farm relief. Political repre- 
sentatives from the farming regions and the leaders of the local 
and national farm organizations are alike under the necessity of 
pressing measures to meet the urgent needs of the industry. To 
be lagging in support of the legislation for farm relief is to court 
political suicide; and there is a manifest tendency to pass almost 
any measure that offers an off-chance of successful operation. In 
any event, the burden is passed from Congress to the administra- 
tive officials. 

With such a background, an agricultural depression which bids 
fair to continue indefinitely, and a farm leadership that is aggres- 
sive, realistic, and class conscious, the stage is set for. interesting 
politico-economic experiments. Today the network of federal and 
state services encompasses every phase of farm life. It engages an 
army of workers in the federal and forty-eight state departments 
of agriculture, the agricultural colleges and experiment stations. 
At the apex of a nation-wide educational and demonstration pro- 
gram are the county agents, who afford direct contact with farm- 
ers—the farm advisers, whose field is farm management, and the 
home advisers, whose field is the home arts. The research and in- 
formational services embrace thousands of projects in home eco- 
nomics, farm and range management, engineering, chemistry, the 
agricultural sciences, plant-breeding, the problems and methods 
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of marketing and utilization. Field stations, utilizing the radio 
and press, advise farmers respecting local market conditions and 
local prices. An extensive international organization reports and 
forecasts national and world production, stocks, and prices. In 
addition, there are the regulatory services already mentioned— 
public domain, reclamation, control of animal and plant diseases, 
and the like. 

Apart from all these educational, service, and regulatory func- 
tions, the distinctive needs of agriculture are recognized in a mass 
of special legislation: rural credit and finance, a warehouse act, 
standardization of grades, market inspection, special national and 
state taxes and restrictions upon competing products such as oleo- 
margarine, special relief measures such as the seed and drought 
loans, reductions in railroad rates upon farm products, regulation 
of dealers and processers—the grain and cotton markets, stock- 
yards, meat-packers, and sellers of feed, fertilizer, insecticides, 
and fungicides. The enforcement of a number of these measures 
engages large administrative organizations, with numerous field 
offices; and it entails, also, systems of licensing, supervision, and 
control. A number of states, again, have added other special 
services to meet specialized regional needs. Lastly, recent nation- 
al legislation has to do with the creation, strengthening, and finan- 
cing of co-operatives, as well as their exemption from the anti- 
trust laws, and with provision for price maintenance and stabiliza- 
tion through valorization by the Federal Farm Board. 

In scope and variety, these farm services are not even remotely 
approached by those of any other nation. From some of this work 
the public at large derives a direct though incidental benefit, and 
from most of it an indirect gain. All these services, however, are 
primarily in the interest of agriculture, and a few bear adversely 
upon other groups. The power of the farm interests is also to be 
seen in the record of defeated or retarded regulation, e.g., the in- 
spection, for disease, of farm-slaughtered meats offered for sale, 
and the treatment of the problem of Mexican immigration. By 
and large, however, the federal and state activities in behalf of 
agriculture have been well conceived and amply justified. Indeed, 
part of this educational and service work has more recently been 
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undertaken in behalf of industry in general, notably by the De- 
partment of Commerce. 

It is noteworthy, however, that a suggestive shift has developed 
in the attack upon agricultural problems. Though the technical 
progress of the age has brought about an amelioration in the con- 
ditions of farm life, agriculture’s share of the national income re- 
mains disproportionately low. Moreover, modern transport and 
communication bring into relief the disparities in rural and urban 
income. Initially the government envisaged a solution through 
more efficient and larger production, research, and education. 
With continued low prices, the emphasis shifted to efficient mar- 
keting, and to more adequate provision for rural credit. Yet, in 
the long run, more efficient production and marketing, in so far as 
they reduce costs, tend also toward lower prices. (There is a social 
gain, of course.) Furthermore, there is clear evidence of occupa- 
tional overpopulation. A definitely lower level of agricultural 
prices, for years to come, is foreshadowed by the great expansion 
in the agricultural plant and by technical advances in production 
which yield a larger physical output per acre and per worker. 
Indicative of the character of the readjustments are the rapid 
growth of competing production in Canada, South America, and 
the European colonies and dependencies; the re-entry of Russia 
into the world markets; and the decline in the rural population 
and the agricultural exports of the United States. The agricul- 
tural depression has not been confined to this country. It is 
world-wide in scope. Accordingly, the next attack on the problem 
took the form of higher agricultural tarifis, and, when these 
seemed ineffective, of regulation of the grain and cotton futures, 
of the stockyards, and meat-packers. Not without historical justi- 
fication, the farmer has been suspicious of and antagonistic to the 
superstructure of marketing, processing, and financial services. 
Hence the natural and successful demand for the appointment of 
farm representatives to the important boards and commissions, 
such as the Federal Reserve Board and the Interstate Commerce 
Commission. 

In this process the political and economic education of agricul- 
ture has been proceeding apace. The highest agricultural tariffs 
in American history did not stay the fall in prices nor restore the 
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purchasing power of farm products. However useful the regula- 
tory and marketing services of the government, these services 
afforded no substantial relief, and did not appreciably mitigate 
the wide seasonal price fluctuations. Yet the farmer observes, 
throughout industry and commerce in general, a price system that 
is comparatively resistant to change. Wages and services, the 
charges for electricity, gas, communication, and transportation, 
the interest rates on farm loans, are all comparatively stable. The 
prices of some mineral and many manufactured products are also 
relatively well maintained, the anti-trust laws notwithstanding. 
Here, as everyone knows, competition is restricted by patent 
monopolies and individualized products, by the emergence of the 
great corporations, banking control, and even by international 
agreements. 

Only in agriculture does there seem to be unrestricted competi- 
tion, with wide and apparently uncontrollable price fluctuation. 
A few agricultural co-operatives, however, have been notably 
successful in maintaining prices of highly protected specialties, 
grown in a restricted area—citrus fruits, nuts, and the like. Prices 
of other farm products, upon an import or so-called “domestic” 
basis, have also been better maintained. It was but natural that 
concurrent phenomena of this kind should be linked in terms of 
cause and effect. Accordingly, the next step was clearly indicated. 
Farm relief is seen in the development of large co-operatives, 
marketing their product in orderly fashion and controlling prices 
behind the tariff wall. American agriculture (meaning the export 
staples) must in some manner be “taken off the world market,” and 
placed upon a domestic basis; thereby farm prices may be ame- 
nable to national control. In the meanwhile, immediate and pre- 
sumably temporary relief is to be afforded by impounding the ex- 
port surplus, either by direct governmental purchases or through 
co-operatives financed by the government. The futility and costli- 
ness of these efforts are becoming increasingly evident. Supple- 
mentary measures—perhaps the debenture plan—are certain to 
be pushed. 

That the state has moved far toward social control of the indus- 
try is evident from even a cursory view of its extensive and multi- 
farious farm activities. To aids in production, management, home 
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economics, marketing, and control of certain marketing processes, 
and to a variety of special and financial services, it has reluctantly 
added valorization. From the trend of agricultural thought, and 
from the vigor and power of farm leadership, it seems plain that 
state intervention will be extended rather than curtailed. The dis- 
tress of many branches of agriculture creates a well-nigh irresisti- 
ble demand for some legislative means of raising prices of farm 
products (“‘making the tariff effective for agriculture”), balancing 
domestic supply and demand, and providing something of the 
stability of prices which many industries appear to achieve. Be- 
hind, this, of course, is the further problem of how high the tariff 
(and prices) shall be—what level of income, for each of the numer- 
ous branches of agriculture, is contemplated by price-fixing meas- 
ures; and how this level is to be determined by political processes. 
It carries the suggestion of a different kind of class conflict than 
that predicted by Marx—not the struggle of labor and capital, 
horizontally organized, but a conflict of vertically organized occu- 
pational groups, each striving to obtain by legislation an appropri- 
ate share of the national income. 

To conclude: However expressed, the agricultural program 
contemplates, in effect, the economic rationalization of the indus- 
try through state action. The government has already gone far 
along this road in its educational, service, and regulatory func- 
tions. Respecting the final process—that of fixing prices and regu- 
lating production—we find two schools of thought. One sees the 
situation in direct state intervention. The other seeks a solution 
in something more closely in the spirit of St.-Simonism; that is to 
say, in the operation of powerful national or regional co-opera- 
tives, controlling production and prices with the aid and encour- 
agement of the state. Manifestly, it is to this latter view that the 
present political administration leans, though the Federal Farm 
Board Act represents a compromise. 

Be all this as it may, the announced program of the administra- 
tion rests upon two primary objectives, common to the Federal 
Farm Board Act as well as the McNary-Haugen and debenture 
bills. These are the establishment of a “domestic” price-level for 
farm products, and tariff equality. The program succeeds or fails 
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according to the soundness of the two central concepts. These we 
propose to consider next. 


II. DOMESTIC, IMPORT, AND EXPORT PRICES 


It is self-evident that national policies alone can exert little in- 
fluence upon the price-level of exported farm products. The sur- 
plus is sold abroad in competition with the produce of other 
countries; and in a competitive régime the prices of the larger por- 
tion of the domestic output, sold at home, cannot exceed this ex- 
port price. This is a lesson that farm leaders seem to have grasped 
rather thoroughly in connection with tariffs upon export staples. 
Beyond this, agricultural thought is somewhat confused. Accord- 
ing to popular belief, the world markets influence the great export 
staples only—among others, short staple cotton, wheat, tobacco, 
hog products, barley. Products not exported are upon a domestic 
basis. In consequence, price enhancement is envisaged in a pro- 
gram of engaging simplicity and directness. 

In terms of current discussion, we must eliminate this export 
surplus which depresses prices to the low world-levels. Agricul- 
ture must be freed of dependence upon foreign markets. It must 
be placed upon a domestic basis, a level based upon American 
price and living standards. Farmers are exhorted to cease growing 
crops for export, readjust crop and livestock production, balance 
domestic supply and demand. With supply and demand so bal- 
anced, the co-operatives or the national government, or both, will 
be able to maintain adequate price-levels behind the tariff wall. 
Meanwhile, more drastic and presumably temporary measures are 
to be tried. The surplus is to be stored or eliminated, by such 
measures as are provided in the Federal Farm Board Act. By 
means of export bounties, as provided in the defeated debenture 
and McNary-Haugen bills (to which Congress may again turn), 
domestic prices are to be raised above foreign or export levels, to 
the full extent of the import duties provided by the tariff acts. 

Such, in brief, are the views, respecting farm prices, of the pro- 
ponents of farm-relief legislation. It is in such terms, rendered 
familiar by the oft-repeated statements of politicians of both 
parties, farm leaders, bankers, and agricultural economists, that 
the situation is commonly presented. No substitute plan has been 
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advanced. To repeat, all the plans for price enhancement at bot- 
tom rest upon the notion of a sheltered “domestic” price system, 
safeguarded by adequate tariffs—there is to be tariff equality for 
agriculture. 

Consider, first, the notion of a domestic price, largely independ- 
ent of conditions abroad. We speak here of farm or wholesale 
values, the prices with which the farmer as a producer is primarily 
concerned. Such wholesale prices are always expressed in terms 
of local or regional quotations. There is, of course, no single ‘“‘do- 
mestic” or “foreign’’ or “world price” for commodities at whole- 
sale; averages for large regions conceal the existing wide differ- 
ences in local quotations. In actuality we find graduated regional 
price structures, with fairly persistent and stable differentials be- 
tween correlated markets. Within the United States we find wide- 
ly different absolute levels but parallelism in movement, each 
commodity showing a distinctive geography of prices. In the 
Pacific Northwest, wheat is lower, and corn much higher, than in 
Kansas; California lamb prices are lower, and hog prices higher, 
than in the Middle West. Prices rise in the direction of the move- 
ment of farm produce, the entire system, however, being closely 
interrelated. 

It should be borne in mind that the wholesalers, jobbers, and 
commission merchants are commonly located in the larger cities. 
These great markets, comparatively small in number, serve as 
centers for the concentration and distribution of farm produce 
and as price-basing points for wide tributary regions. The com- 
petition of the wholesale centers for this distributing trade creates 
a series of overlapping and price-interrelated trading zones. 
Farmers and farmers’ co-operatives are quick to route their ship- 
ments to the highest markets, while retailers in the towns and 
smaller cities seek the wholesale centers wherein produce can be 
more cheaply obtained. Furthermore, the competitive wholesale 
business is a large-scale traffic, usually operated upon a narrow 
margin of profit; and specialists in this field must of necessity be 
continuously informed respecting the trend of the principal mar- 
kets. In the more important farm commodities a single great 
market commonly serves as the point of registration—the market 
which reflects the trend of prices—or as the price-basing point, or 
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in both capacities. Owing to the large consumption and great for- 
eign trade of New York, that market is of especial importance in 
many Classes of farm produce. It is regarded as the point of regis- 
tration for price movements, reflecting the influence of foreign and 
domestic supply and demand. It is also a price-basing point of 
prime importance, quotations in a wide tributary region being 
based upon delivered New York prices. Other markets which 
serve either or both as points of registration and price-basing 
points are Chicago, for livestock, livestock products, and wheat; 
Boston, for wool; New Orleans, for cotton; Elgin, for butter; and 
San Francisco, for export barley. 

Is this complex of interacting local prices (at wholesale) largely 
established by domestic conditions? Such is not the case. The 
great bulk of the farm products consists of international com- 
modities. They enter into an international demand. Between the 
Western nations, at least, the variations in the demand for differ- 
ent farm products are mainly quantitative, varying less in kind 
than the demand for industrial products. And this international 
demand affects prices in domestic markets through the highly de- 
veloped modern organization for regional and international trade. 
The trading system does not, of course, halt at the political 
frontiers; and the graduated regional price structure, to which 
reference has already been made, must be internationally pro- 
jected even though customs barriers cause sharp elevations at the 
political boundaries. Many brokers and wholesalers do both a 
domestic and a foreign business; and all are alert to the oppor- 
tunities for added profit arising from regional prices that are “out 
of line.” A dealer or manufacturing consumer within the interior 
may content himself with the New York or Chicago quotations, 
but these quotations are in turn sensitive to conditions of foreign 
supply and demand. Relatively slight price differences suffice to 
alter the courses of trade: in such commodities as wheat and cot- 
ton a regional margin of a fraction of a cent, per bushel or per 
pound, will cause large movements. Moreover, the exporting and 
importing interests are numerous, important, and closely bound 
to the domestic distributing trade. In some farm products the 
futures markets and arbitrating are added causes of parallelism 
in the movement of the different national price systems. 
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To the influence of the international character of the demand 
for farm products, and of the interrelated modern system for 
domestic and foreign trade, should be added the effects of modern 
transport and communication.’ “Cash” or “spot” transactions 
are after all merely futures transactions, in the sense that delivery 
is effected at some specified date in the future; and the price of 
goods in store is influenced by the estimates of future supplies. 
The reduction in the cost and duration of transport, the swift and 
wide diffusion of market information, the development of refrig- 
eration, canning, and other means of preserving perishable foods 
—all these influences have effected a virtual internationalization 
of the wholesale price structure. Specialized cash farming, a sys- 
tem peculiarly vulnerable to world-conditions, is a direct out- 
growth. Farm products formerly sold locally are now the objects 
of a large world commerce. The large world trade in canned and 
refrigerated foods reacts upon prices of the fresh product; even 
fresh produce is extensively exported; and distinct farm enter- 
prises are interrelated through direct or indirect substitution. 

Indirect competition of industrial and agricultural substitutes 
is playing an increasingly important rdéle in the pricing process. 
To illustrate, beef is sheltered from foreign competition by quar- 
antines and high import duties; yet world markets exert an influ- 
ence through the competition of export pork products, and 
through hides and many other animal by-products. It is also 
affected, in some degree, by industrial substitutes for by-products, 
such as artificial leather, and by the comparatively unsheltered 
cotton industry: e.g., through the competition of animal fats and 
tankage with cotton oil and oil cake. In like manner, market milk, 
though sold within a comparatively restricted area, is yet brought 
into the international price complex through alternative uses for 
fluid milk—butter, condensed milk, and cheese. Export pork and 
lard, again, react upon prices of feedstuffs. Interrelations of this 
kind are not, of course, peculiar to agriculture. Indeed, they are 
more prevalent in industrial products. 

The trading mechanism, then, tends to an international system 

* For a somewhat fuller treatment of this aspect, see my “International and 


Domestic Commodities and the Theory of Prices,” Quarterly Journal of Economics, 
Vol. XLV, May, 1931. 
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of prices for commodities which fall within the sphere of foreign 
trade; and the scope of this trade has been immensely extended by 
swift transport, refrigeration, canning, and other means of preser- 
vation, as well as by “inter-industry competition.”’ Of the inter- 
national character of prices of the main crops, such as wheat, cot- 
ton, wool, and tobacco, there can be no question. And the large 
world-trade in canned and preserved foods—meats, fruits, and 
vegetables—cannot but influence prices of the fresh product.’ 
International commodities, directly responsive to world-condi- 
tions of supply and demand, constitute the great bulk of the out- 
put of American agriculture. Except to the extent of the incre- 
ment added by the tariff, of which something will later be said, a 
“domestic” price for farm products at wholesale can scarcely be 
said to exist. At the ports and at border markets, wholesale quo- 
tations must remain within the import and export points—higher 
or lower than connected foreign markets by the cost of movement; 
and, in turn, the markets in the interior must move in sympathy 
with these frontier markets. One section exports a farm product 
at the same time that another is importing it. That is to say, they 
are immediately linked with different foreign markets; and such 
opposed movements are not at all infrequent as between the At- 
lantic, Gulf, and Pacific coasts, and the northern and Mexican bor- 
ders. In this sense, at a given time these regions are differently 
and severally on an export or world and import or so-called domes- 
tic basis. Existing regional price differentials represent an adjust- 
ment to this complex of domestic and foreign influences. An ex- 
port may be higher than an import market, depending upon loca- 
tion. The concept of net exports or imports, however useful for 
some purposes, obscures the nature of these regional adjustments. 
In addition, account should be taken of the complications intro- 
duced by the territories—Hawaii, Alaska, Porto Rico.’ 

The North Atlantic region, for example, receives hay and other 

? Even such perishable products as milk and tomatoes are directly influenced by 
foreign markets. While foreign trade in the fresh product is not large, canned milk 
and other dairy products bulk large in foreign commerce, and canned tomatoes and 
tomato paste are also exported in substantial quantities. 


3 The provisions of some of the farm relief bills are to apply whenever the United 
States is upon an export basis, or whenever ‘“‘domestic markets are affected by for- 
eign prices.” 
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feedstuffs from the eastern provinces of Canada, as well as from 
the east central states. The latter region also ships such feeds to 
the South. Manifestly, a change in prices at Boston or New York 
must react not only upon prices in Canada and in the central 
states but also upon prices in the South. In this way, Canadian 
and southern prices are interconnected, without any actual move- 
ment of feeds between the two regions. The situation in the cen- 
tral states, again, is tied into that farther west. For hay the re- 
sult is a graduated topography of prices, rising from west central 
states to the East, South, and Far West, and rising southward 
from the eastern provinces to New England. High costs of trans- 
portation cause substantial regional differences, but the entire 
price system is organically related. Owing to the quarantine, only 
Canada may ship hay to the United States. The regional adjust- 
ments in other products, the objects of a world-wide commerce, 
are much more complex. 

It seems strange that farm relief discussion ignores the evi- 
dence, not only of parallelism in the price movements of domestic 
markets, but also of a like correlation in the movement of the 
wholesale (gold) price indices of the commercial nations. Irrespec- 
tive of whether there be an export surplus or a deficiency, and 
irrespective of a balance between domestic supply and demand, 
American wholesale prices remain more or less closely bound to 
the world markets. Save for virtual embargoes, these prices can- 
not be “freed of dependence upon foreign markets.”’ The upper 
limit is established by tariff and transport charges inward, the 
lower by like outward charges. An excess in the one direction 
attracts imports; and in the other, draws exports. Prices of most 
farm products fluctuate between the two points. 

Another illustration may serve to make this clear. The cost of 
shipping wheat from the Canadian West to Winnipeg is about the 
same as to Minneapolis; and the freights to Liverpool, from both 
these markets, are nearly identical. With a Winnipeg price of 60 
cents and the American tariff of 42 cents per bushel, Minneapolis 
quotations, for identical qualities, may range between 60 cents— 
the export basis— and 60 cents plus 42 cents, or $1.02. Minne- 
apolis cannot fall below 60 cents nor rise above $1.02, the full im- 
port basis. Commonly it is from 5 to 30 cents above Winnipeg, 





FARM RELIEF, PRICES, AND TARIFFS 85 


owing to the varying shortage of hard spring wheats of better 
quality. At Minneapolis, then, such wheat is never upon a domes- 
tic basis except in respect to the increment added by the tariff; 
and the full import point is infrequently reached, mainly because 
of the pressure of the competing export types grown farther south 
and in the Pacific Northwest. Prices of comparable Southwest 
and Pacific Northwest wheats, usually upon a lower export basis, 
cannot long diverge from Minneapolis and Liverpool levels by 
more than the cost of movement. New York, again, is higher than 
Minneapolis. Evidently prices in American markets continue to 
be directly influenced by foreign prices even when the former are 
upon a higher or import basis. 

The degree and quickness of response to foreign price influences 
vary somewhat with the portability and keeping quality of the 
farm products, and with the adequacy of the marketing system. 
It is high in such commodities as wheat and cotton, and less pro- 
nounced in fresh produce, even though modern refrigerated trans- 
port has immensely widened the shipping radius of such produce. 
The government has engaged in activities which heighten the re- 
sponsiveness of domestic to foreign prices—more adequate trans- 
portation and communication, standardization of grades, market- 
ing efficiency—even while it attempts to impede the resulting 
interaction of domestic and world markets. The methods of grad- 
ing agricultural products have been highly developed through 
federal research and federal standards, and this alone tends to 
lessen regional price differences. 

Several qualifications need to be made. This interdependence 
of domestic and foreign markets rests upon the modern system of 
transport and communication. In the interior of China we are apt 
to find the type of price isolation that is conceived as “domestic.” 
Naturally, also, there is local independence in the prices of com- 
modities for which there is only a local or regional demand, or of 
commodities which for various reasons must be sold locally. It is, 
however, not easy to cite many such products; and the entire class 
is not important, relatively. Again, there may be independent re- 
gional variation within the fairly wide limits set up by costs of 
outward and inward movement—freights and tariffs. Embargoes, 
or tariffs so high as to constitute substantial embargoes, do in fact 
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create a sheltered domestic price system. Illustrative of such tar- 
iffs are the duties upon wheat in Germany, Italy, and France, 
which run from 80 cents to $1.60 per bushel. In these countries 
wheat may fluctuate independently within so wide a range that 
for practical purposes it may be regarded as being upon a domes- 
tic basis. 

In the United States, many actual embargoes upon foreign 
agricultural products are in existence. These are the quarantines 
imposed to protect agriculture against foreign animal and plant 
diseases and pests. They are important, numerous, and much more 
effective than tariffs. Imports of beef from Argentine are barred, 
and this eliminates the principal competing country; meat animals 
may be imported only from Canada and restricted sections of 
Mexico; white or Irish potatoes and hay, only from Canada and 
some nearby regions. There are, in addition, virtually complete 
embargoes upon sweet potatoes, avocadoes, bulbs, cuttings, and 
many classes of nursery and greenhouse stock, as well as regional 
quarantines upon citrus fruits, grains, seeds, and a varied list of 
products. Similar quarantines are, of course, imposed by other 
nations. 

After taking due account of these qualifications—embargoes, 
high tariffs, produce that is sold locally, or for which there is only 
a local demand—it remains true that the wholesale prices of the 
great bulk of the American farm products are directly influenced 
by foreign conditions, irrespective of the volume of exports and 
imports. Yet in farm relief and tariff discussions one encounters 
the persistent notion that, when.exports or imports of an inter- 
national commodity are small, it is upon a domestic basis. Owing 
to rapid transport, the swift diffusion of market information, and 
the common use of cable and telegraph in business, foreign quota- 
tions alone suffice to maintain an approximate parity between sea- 
port or border and foreign markets, and these seaport and border 
prices in turn react upon interior markets. If prices continue out 
of line, actual shipments of goods restore the balance. Just as a 
relatively insignificant movement of gold ordinarily suffices to 
maintain foreign exchange within the specie points, so, likewise, 
a relatively small movement of goods may suffice to prices of inter- 
national commodities within the import and export points. In 
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commodities, these points are farther apart owing to the higher 
cost of and obstructions to movement. 

Again, the notion that a tariff conduces to price stability is not 
supported by concrete evidence. A priori, the reverse would seem 
to be true. To the undertow of the changing world prices, the tariff 
adds a further cause of independent variation as domestic prices 
fluctuate between the upper and lower limits—the export and im- 
port points—with changes in domestic conditions. In agricultural 
products, subject to wide variations in harvest, price fluctuations 
are reduced by broadening the market and widening the sources 
of supply. 

Price “stabilization” —another plank in the relief platform—is 
probably a political euphemism for price enhancement. Domestic 
stabilization is hardly feasible without stabilization of prices 
abroad. Assume a London price of 60 cents per pound for wool, 
shipping charges to Boston of 5 cents, and a tariff of 35 cents. 
The Boston price, when the tariff is fully effective, would be $1.00. 
Were the London price to decline say 10 cents, manifestly Boston 
must fall proportionately. To maintain the Boston price, it would 
be necessary to impose a variable or sliding scale of tariffs upon 
wool and upon numerous woolen manufactures.‘ It follows, also, 
that in so far as foreign prices and foreign purchasing power are 
adversely affected by dumping, export bounties, and import du- 
ties, domestic markets must feel the repercussion. Hence, legisla- 
tive policy may create an illusion of effectiveness by widening the 
spread between domestic and foreign quotations, without actually 
raising the absolute level of prices in domestic markets. The fail- 
ure of farm prices to rise in response to the progressively higher 
tariffs may be, and often is, a consequence of a resulting depres- 
sion in prices abroad. Yet of a widening in the spread there is 
often clear evidence. 

In summary, wholesale prices of agricultural products, as a 
class, fluctuate between the export and import points, and in both 
cases are directly influenced by foreign quotations. A domestic 


4 For the lengthy and complicated textile schedules this would be an extremely 
difficult if not impossible administrative task, unless an initially prohibitive rate be 
imposed. Similar complications appear in the cotton schedules as well as in most of 
the important farm products. 
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price is not to be attained by a cessation of exports; indeed, there 
is no domestic price at wholesale, in the sense of a price sheltered 
from the direct and indirect influence of conditions abroad. Equal- 
ly fallacious are the notions commonly advanced with respect 
to price stabilization; and however desirable orderly marketing 
may be, its putative influence in reducing seasonal fluctuations is 
overstated in view of the undercurrent of foreign influences. Only 
by embargoes, or tariffs so high as to constitute embargoes, can 
domestic be dissociated from foreign markets. 

Lastly, the European demand for food and raw materials has 
been a primary factor in the development of American agricul- 
ture. The discovery that the agricultural depression is caused by 
the export surplus—by the low level of foreign prices—is merely 
a belated and partial realization of one consequence of agricultural 
changes now in progress. It is a realization, also, of the added dis- 
advantages imposed by a system of high tariffs, which raises costs 
and prices without compensating advantages, so far as concerns 
producers of export products. The remedy now generally pro- 
posed—that of readjusting production to a basis of domestic self- 
sufficiency—holds little promise. Each agricultural region has 
slowly evolved a type of farming adapted to the local conditions— 
soil, climate, labor supply, and markets. The force of these limit- 
ing factors is suggested by the continuance of production for ex- 
port despite a decade of unprofitable prices. The cessation of ex- 
ports would entail a profound and necessarily slow alteration in 
the interregional adjustments. Moreover, to shift millions of 
acres, now in exported produce, to dairy products, meat and wool, 
flaxseed, and the like, would merely place these commodities upon 
an export basis. What is really in prospect, therefore, is continued 
price maintenance by some form of export subsidy or valorization, 
justifiable as tariff equality. And to enhance prices of the export 
staples is to postpone indefinitely the sort of readjustment that 
appears to be desired. What American agriculture is able to ac- 
complish, given remunerative prices, is indicated by the extraor- 
dinary production of the staples during the closing years of the 
World War, in the face of a greatly reduced labor supply. 
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Ill. TARIFF EQUALITY FOR AGRICULTURE 

All this may be granted without affecting a central thesis in the 
relief program—that of tariff equality for agriculture. Even if a 
“domestic” or sheltered price be not feasible, it is still possible to 
raise prices at home above the export level, to the full extent of 
the tariff, by some form of subsidy. Progressive increases in the 
import duties have raised farm costs and reduced the purchasing 
power of farm products; the farmer has for generations suffered 
from the tariff system, his major crops being upon an export or 
world basis. It seems just and reasonable that some means be de- 
vised to render the tariff effective upon farm products as well. 
Else the tariff system must be abolished. This demand of the agri- 
cultural interests for tariff equality is sincere; the justice of it is 
generally admitted, even though it serves as justification for de- 
mands which the protracted depression would have provoked in 
any event. 

At the outset, it will be useful to clear away certain misconcep- 
tions. The Emergency Tariff of 1921 was an agricultural tariff, 
passed at the behest of the farm interests. Without farm support, 
it is doubtful whether the “permanent” tariff of 1922 could have 
been enacted. The embattled farm bloc demanded and obtained 
higher rates of duty; and in the process higher tariffs must of 
necessity be granted industry. Trading and log-rolling, to assure 
an approximation of tariff equality, are integral features of the 
present tariff-making process. And it is certain that the Tariff 
Act of 1930 could not have been made law without farm support. 
Indeed, the primary purpose of this revision was to raise the agri- 
cultural rates; the stiff increases in these rates were among the 
highest granted. The dominance of the farm interests is clearly 
indicated by the refusal of tariff equality to purveyors of impor- 
tant items of farm expenditure. Fertilizer, brick, concrete, farm 
machinery, and a variety of farm equipment were placed on the 
Free List or assessed with relatively low rates. In all these acts, as 
well as in the increases granted under the “flexible” provisions, 
farm leaders have been vigilant and aggressive. Agriculture holds 
the deciding vote on tariff policy. High tariffs upon farm products 
necessitate high compensatory duties upon innumerable deriva- 
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tives and advanced products, quite apart from the political neces- 
sity of acceding to high duties upon non-agricultural commodities. 
In the Senate, at least, no tariff bill could pass without the support 
of the agricultural states—of the South and West in particular. 
How is this legislative record to be reconciled with the claim, then 
and now, that the tariff upon farm products is not effective? 

It may well be that supplementary legislation of the type of the 
debenture bill was contemplated to obtain the full benefit of the 
nominal duties. The real reason, however, is that import duties 
on farm products are far more effective than current discussion 
would lead one to believe. Quite apart from the quarantines— 
embargoes more effective than any tariff can be—in reality the 
tariff is partially effective upon a long list of farm products. It is 
effective by the customary but questionable measure of a widen- 
ing margin between domestic prices and foreign export prices. 
In this sense, import duties do raise prices, in varying degree, of 
wool and lamb, cattle and sheep, beef, poultry, eggs, flaxseed, 
hard spring wheat, hay, citrus and other fruits, almonds, walnuts, 
peanuts, olives and olive oil, the important group of dairy prod- 
ucts, wrapper and Turkish tobacco, long staple cotton, beans, 
most vegetables and seeds, corn, hides, and some vegetable oils. 
The list is not inclusive. A comparison with prices of competing 
Canadian and Argentine exports shows clearly the price-enhanc- 
ing effect of the tariff. Geographically, the South and the Central 
West gain the least. 

It remains true, nevertheless, that certain staples such as short 
staple cotton, export types of tobacco and wheat, hog products, 
and others are upon an export basis. Yet so also are a large num- 
ber of industrial and mining products: to mention but a few, 
copper, petroleum, export grades of lumber, automobiles, electri- 
cal equipment, agricultural and export machinery, cinema films, 
radios. These are among our largest industries. Moreover, ex- 
ports of industrial exceed those of farm products. On the whole, 
however, even though it is difficult to apportion the tariff gains, 
it seems that, on balance, industry profits more, partly because 
superior organization enables it to reap the advantage of the con- 
ceded rates. Yet it is erroneous to say that “agriculture” does not 
gain substantial advantage from the tariff, in the received sense 
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of an enhancement of domestic prices over those prevailing in the 
foreign export markets. That is to say, it increases the positive 
spread between the two sets of prices. Whether it actually raises 
prices of American farm products is extremely difficult to deter- 
mine, owing to shifts in conditions of domestic and foreign supply 
and demand. If, for example, domestic production expands un- 
der the influence of the tariff, caeteris paribus prices would tend to 
fall—a disproportionate fall in commodities characterized by in- 
elastic demand. 

Equally fallacious are the assumptions implicit in the slogan of 
“tariff equality.”” The slogan itself is an ambiguous one. In its 
usual connotation tariff equality does not mean equalization of 
the rate of profits or real income, although real income is implicit 
as the ultimate objective. Among the least prosperous industries 
are some highly protected manufactures, such as the textiles; 
among the most prosperous have been the heavy exporting indus- 
tries, such as automobiles and farm machinery—the latter for 
decades on the Free List and the former assessed with relatively 
low rates of duty, in the face of its expressed desire for free entry. 
Between these two extremes we find a large number of industries, 
profitable and unprofitable, which are sheltered by high tariffs. 
Evidently, tariffs and prosperity do not necessarily go hand in 
hand. Yet, because of variations in the level and effectiveness of 
import duties, such taxes alter the relative prices and purchasing 
power of different commodities within the United States; and, in 
this way, tariffs alter the regional and national courses of trade 
and shape the evolution of regional industries. That they are in- 
discriminately imposed, without systematic or selective policy, 
mainly upon the basis of political power of the different industries, 
is familiar enough. 

Be this as it may, in farm relief discussion tariff equality ap- 
pears to connote equality of rates of duty jointly with proportion- 
ate price enhancement. Agricultural tariffs are already high; it is 
mainly proportional enhancement in prices that is desired, par- 
ticularly upon the export staples. Now if all industries received 
tariff equality in this sense—if the prices of all goods were equally 
increased above foreign levels—obviously no industry would gain. 
All that would be accomplished would be an increase in the num- 
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ber of counters, in the nominal value, of all commodities. The 
farmer’s interest is in the purchasing power of farm products rath- 
er than in the absolute level of prices. High prices all around en- 
tail high costs and high taxes: inflation in which prices of farm 
products ultimately lag behind rising wages and local costs. 

Accordingly, tariff equality is at best merely tariff nullification. 
No industry gains. The state merely taxes each industry ratably 
for the benefit of the other groups. Only the commodities which 
are disproportionately raised in price are in this received sense 
benefited by import duties. Tariff policies must be discriminatory 
if they are specially to benefit any one industry—there must be 
tariff inequality. Once this is generally realized the tariff contro- 
versy is apt to assume a very different aspect. As stated before, 
the existing inequality is not between agriculture and industry, 
but between export crops and export manufactures, on the one 
hand, and a long list of agricultural and industrial products, on 
the other. 

It may yet be contended that nullification is to be preferred to 
the present status of inequality. The policy of the nation is 
definitely a protectionist policy; agriculture should receive its 
share. We may disregard the fact that the farm leaders are par- 
tially if not mainly responsible for the present situation, and the 
further fact that the great exporting industries—oil, lumber, etc. 
—may with propriety advance the same claim. 

Unfortunately, even nullification through equalization is not 
possible, owing to characteristics inherent in the tariff. Wool may 
be taken as an illustration. First, if a duty be imposed on wool, 
adequate “compensatory” rates must be imposed upon successive 
products such as tops, yarns, cloths, and a long list of finished 
products. Second, to the basic compensatory rate, as offset to the 
higher price of wool that domestic manufacturers must pay, must 
be added a supplemental compensatory rate to take care of the 
higher price of other materials, likewise affected by the tariff. A 
woolen mill, of course, purchases many dutiable materials besides 
wool—machinery, lubricants, fuel, paper, miscellaneous supplies. 
In tariff practice, this increment can only be roughly approxi- 
mated, and it is computed with the succeeding item. Third, to the 
compensatories must be added a “protective” rate, since a tariff 
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régime tends to increase costs all around. This added protective 
rate must take into account any differences in cost and efficiency. 
Fourth, other competitive disadvantages must be reckoned— 
transportation of final products to the principal markets, and 
differences in quality of product no less than differences in cost 
per unit. Even with identical costs per unit, the superior quality 
or prestige of British cloth, Limoges china, and Canadian wheat, 
confers a competive advantage. 

Fifth, account should be taken of successive and cumulative 
charges for commission, brokerage, finance, and profits, that are 
commonly reckoned in terms of a percentage of gross value. Such 
charges—upon raw materials, intermediate and final products— 
add a substantial amount to the price-enhancing influence of the 
tariff. In short, the price increment from the tariff on a farm 
product is commonly doubled, often more than doubled, by the 
time the consumer pays the retailer’s profit. 

Nor is this all. Still another and sixth technical aspect of the 
tariff heightens the extent of the pyramiding. As stated before, a 
duty upon farm products rarely enhances domestic prices above 
foreign levels by the full rate. And the effectiveness of this rate 
varies from day to day in different sections of the country; one re- 
gion may be upon an export while another is on an import basis. 
Yet it is impracticable frequently to alter the series of compen- 
satory rates. It seems not only fair but necessary to calculate the 
rate upon manufactured products on the basis of the full import 
duty. Thus the tariff on flour (43 bushels of wheat to the barrel) 
is ordinarily calculated at 44X42 cents (the rate on wheat), 
though the tariff on wheat is usually only partially effective, and 
to this rate a protective supplement on flour must be added. 
Again, though the tariff on short staple cotton has no effect, the 
compensatories, as well as protective rates, must be added to the 
cotton textiles. 

It is in the interest of farmers and manufacturers alike that 
these combined compensatory and protective rates be sufficiently 
high. Else foreign wool or other raw materials will enter in the 
form of advanced products, reducing the net effect of the tariff on 
wool, wheat and other grains, long staple cotton, etc., to the ex- 
tent of the discrepancy, injuring manufacturers without corres- 
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ponding advantage to the growers. This succession of rates, 
familiar as “\pyramiding,”’ is an integral part of the tariff process. 
It is a necessary part of this process because only in the sheltered 
home markets are protected producers of raw materials able to 
sell at prices higher than those which prevail abroad. However, 
while adequate rates for advanced products are essential to the 
maintenance of farm prices behind the tariff wall, excessive rates 
offer growers no advantage. Quite the reverse is true. If, for ex- 
ample, the rate upon linseed oil exceeds the necessary compen- 
satory for flaxseed plus the protective rate, flaxseed growers will 
not profit by the excess. Linseed mills will pay, at the most, the 
Winnipeg or Buenos Aires price plus freight and duty. The mere 
fact that they can pay more does not mean that they will. The 
excess of domestic wool or flaxseed prices is limited to the foreign 
price plus duty and shipping charges. Hence, excessive rates on 
advanced products yield no advantage to producers of the raw 
material; as consumers, such producers are adversely affected.‘ 

In practice, it is impossible precisely to determine the requisite 
compensatory and protective rates for a variety of major and by- 
or co-products. Hence the tariff-makers, under pressure from 
manufacturers, naturally tend to err on the safe side, to aid home 
industry. If it were possible to add an identical percentage to the 
succession of advanced products, tariff equality could be achieved. 
But this, as explained above, is impracticable. In a protectionist 
régime, producers of raw materials must concede rates on advanced 
products sufficiently high to shelter the home market. 

In summary, at best tariff equality is simply tariff nullification. 
But because of characteristics inherent in the tariff, it is not 
practicable to obtain this precise balancing of advantage for farm 
products. Agriculture must concede disproportionate rates to the 
innumerable industries which utilize farm products or derivatives 
of these products. In the long run it must grant disproportionate 
rates to all manufacturing industries if it is to reap the putative 
advantages of a home market. It may be contended that the 


5 This point is of considerable practical importance. Manufacturers of advanced 
products have often been successful in obtaining disproportionate rates through the 
support of the agricultural interests. ‘The home market for farm products must be 
preserved,” etc. A color of agricultural interest is of material aid to those who seek 
higher rates. 
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wheat grower and sheep raiser gain much more from the import 
duty on wheat and wool than they pay on cloth and flour; that 
many agricultural products are consumers’ or final products, not 
subject to part of the pyramiding process. The answer, obviously, 
is that if only equality is obtained, farmers gain no net advantage; 
that a higher level of commodity prices, compared with other 
countries, handicaps the great export industries and adversely in- 
fluences the very home market upon which the farm relief plans 
are based; that in a period of rising prices farm products ultimate- 
ly lag behind wages and manufactures. Irrespective of the ac- 
complishment of tariff equality for agriculture, the purchasing 
power of farm products must of necessity be adversely affected by 
a policy of tariffs all around. 

In one respect, however, agriculture temporarily benefits from 
a rising price-level—that is, in connection with roughly ten billion 
dollars of outstanding farm mortgages and loans, incurred under 
a higher and only partially deflated price-level. In connection 
with this burdensome overhead of farm debts, a higher price-level 
for agricultural products offers a definite though passing advan- 
tage. Offsetting this gain, the farmer’s income is mainly a return 
for imputed costs, chiefly interest on his investment, management, 
and wages for his own labor as well as that of his family. In a 
period of rising prices such imputed costs, or returns, are of course 
much slower to increase than the cash expenditures. 

With the general subject of protection, or with the character- 
istics of agricultural tariffs in general, we have not here attempted 
to deal. There may well be ample reason, in the public interest, 
to protect some industries, or what amounts to the same thing so 
far as concerns these protected industries, to subsidize them by 
disproportionate protection.* Nor are we concerned with the mer- 
its or characteristics of agricultural tariffs. It is only with the no- 
tion of tariff equality for agriculture that we have here tried to 
deal. It is an illusory notion, comparable to that of a “domestic” 
price, freed of dependence upon foreign markets. 

Accordingly, agriculture is not the passive victim of a tariff 


6 Of course it is a costly and wasteful type of subsidy, since the gains to the 
sheltered classes are much less than the aggregate cost to the community. A direct 
bounty, though politically inexpedient, is much more economical and effective. 
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policy imposed by other economic classes. Quite the contrary. 
Wielding, during the past decade at least, the deciding vote, it has 
been a militant champion of high tariffs, intolerant of foreign com- 
petition in home markets. Behind the legislative scenes the vari- 
ous farm groups readily agreed on rates for their respective prod- 
ucts and combined for effective action. No doubt this was the 
politically expedient course; but it is plain that agriculture will be 
the last to recede from a high tariff policy. In actuality, the im- 
port duties are effective upon most farm products. It is some 
means of making the tariff effective upon the export products as 
well that is contemplated by the slogan of tariff equality. Here 
the introduction of debentures or export bounties does, in fact, 
promise some relief to the producers of export staples. Moreover, 
while the tariff does raise prices of most agricultural products 
above the levels prevailing abroad, it enhances few agricultural 
prices by the full amount of the duty. By the methods provided 
in the defeated debenture and McNary-Haugen bills—export 
bounties—it is quite feasible to raise prices to the full import 
point. If, for example, the price of wheat at Liverpool be 80 cents 
per bushel and a bounty is paid equivalent to the tariff of 42 
cents, initially no wheat would be sold in the United States for 
less than 80 cents plus 42 cents, or $1.22, adjusted for costs of 
shipment. Ultimately, however, a fall in the foreign price seems 
to be certain, owing to the stimulus to exports. Yet the “spread” 
would remain 42 cents; e.g., if the Liverpool price fell to 70 cents, 
the export price would be $1.12.” Such a bounty is operative in 
Australia upon butter, and it appears to have had the desired re- 
sult in causing a price spread of this kind. Australian butter, it 
should be noted, is not a very important factor in the world 
markets. 

For reasons already indicated, the debenture as a long-term 
policy merely offers a means of tariff nullification, or rather, of 
partial nullification. At best it is an ineffective means of meeting 
the situation, indefinitely prolonging the necessary adjustments, 


7 The tariff, it may be contended, exerts a similar effect upon domestic prices, 
production, and consumption. The tariff is to be made effective upon export 
products. There are, however, important differences of degree and kind between 
export bounties and tariffs. 
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and peculiarly subject to effective retaliation by other countries. 
While we are not here concerned with the merits of debentures or 
export bounties, one aspect of the subject is germane. If other 
countries, to protect their own agriculture from bounty-supported 
exports, should imitate the United States in imposing counter- 
vailing duties, the results would be curious indeed. In the illus- 
trative case of wheat, an American export bounty of 42 cents will 
result in a corresponding spread—not an absolute increase—be- 
tween domestic quotations and the prices, say, at Liverpool, 
Bremen, or Genoa. Now if most importing nations levy a counter- 
vailing duty of 42 cents, the net price to American shippers again 
recedes to the export basis, initially 80 cents, less shipping 
charges. American wheat growers are no better nor worse off 
than before; the foreign price also remains 80 cents. If the impo- 
sition of countervailing duties be delayed and production expands 
through the stimulus of the bounty, the net price will be actually 
lower. But the American Treasury has paid a bounty of 42 cents 
per bushel to growers, who have received no net gain therefrom, 
and the foreign governments have collected a tax of 42 cents per 
bushel on American wheat, without any burden upon consumers. 
American farmers contribute relatively little, in taxes, to the 
federal government; other taxpayers will have paid a huge bounty 
upon the large exports of cotton, wheat, lard, pork, tobacco, etc. 
Taxpayers of foreign governments will be correspondingly re- 
lieved of a part of their burden. Ultimately and indirectly, this 
is one way, and a very effective one, of reducing the American sur- 
plus of gold. 

Whether other countries will refrain from countervailing or 
anti-dumping duties, in part, at least, to protect their own agri- 
culture from the bounty-supported foreign product, is not entirely 
conjectural. It is significant that stiff increases have been made 
in the European agricultural duties to protect domestic agricul- 
ture from foreign competition; also that administrative regula- 
tions are frequently employed abroad as a supplement to or effec- 
tive substitute for import duties. Moreover, the United States 
could not well protest against retaliatory measures. Under Ameri- 
can law foreign sales here at lower prices than at home are con- 
sistently penalized as “dumping” whenever it has been proved. 
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Other provisions of the American tariff acts penalize subsidized 
imports. Lastly, it seems unlikely that competing exporting na- 
tions—several of which are considering similar measures—will fail 
to follow the American example. As to probable consequences, 
the history of the sugar bounties offers an instructive parallel. 


IV. SUMMARY AND CONCLUSION 

The protracted agricultural depression has led to a striking ex- 
pansion in the regulatory, service, and relief functions of the fed- 
eral and state governments. Although these functions are pri- 
marily in the interest of agriculture, from some the public gains a 
direct though incidental benefit, and from most, an indirect gain. 
A few activities bear adversely upon other groups. The demand 
that the state shall establish remunerative prices, apply export 
bounties, and the like, is only a logical development of the tend- 
ency of agriculture to look to state aid for the solution of its prob- 
lems. It wields tremendous political power, is commonly regarded 
as the basic industry, and its prosperity is important, though not 
vital, to the economic welfare of the nation. Moreover, it can 
point to legislation which has benefited other classes, in part at 
the expense of agriculture. 

Problems of farm relief and tariff inequality converge upon the 
export staples, mainly the cereals and cotton. Other branches of 
agriculture, much better circumstanced, show an increasing ca- 
pacity for organization and for dealing with problems of produc- 
tion and marketing. Nevertheless, the major portion of the gross 
agricultural income flows from the great export staples; all agri- 
cultural groups feel the justice of the demands made in behalf of 
producers of these staples and feel, also, that individual benefit 
is to be derived from the relief programs. 

In the marketing and price-enhancing activities upon which the 
federal government has embarked, and to the extension of which 
it is being forced, a more fundamental problem must of necessity 
be faced. Proximately it is that of determining an appropriate 
price-level for a group of industries characterized by wide regional 
and individual variations in cost of production. Ultimately it is 
the problem of establishing standards of real income, of adjudging 
what proportion of the national dividend is to be distributed to 
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the various branches of agriculture. Price-fixing by thé state is 
something quite different from the precarious stability achieved 
by some industries. In the latter, furthermore, there is competi- 
tion through improvement in the quality of the product or of the 
services rendered, and through the competition of newly devel- 
oped or existing substitutes. Such forces of progress are much less 
in evidence in agriculture. 

Present plans for farm relief are based upon two illusory objec- 
tives: (a) the establishment of a “domestic’’ price-level, one based 
upon American price and living standards, and (0) tariff equality 
for agriculture. As to (a), in actuality there is no domestic price- 
level at wholesale; wholesale prices fluctuate between the export 
and import points, and in both cases remain based upon or bound 
to world markets. Prices of farm products at wholesale are do- 
mestic only to the extent of the increment added by the tariff. 
They may be higher or lower than abroad, but in both cases they 
remain directly subject to foreign influences. Only by embargoes, 
or by tariffs so high as to constitute virtual embargoes, can whole- 
sale prices of international commodities be dissociated from for- 
eign markets. 

The agricultural depression is not to be remedied by exclusively 
domestic measures such as the readjustment of production and 
cessation of exports. Two causes have played a conspicuous part 
in the decline in the purchasing power of the export staples: the 
rise in world production, and the readjustments enforced by 
American and foreign commercial policies, including tariffs, ad- 
ministrative regulations, and the like. The business depression 
has, of course, added other factors. By one or more of the pro- 
posed measures, e.g., a debenture or export bounty, an illusion of 
“tariff equality” may be created for the export staples. At best, 
however, tariff equality is merely tariff nullification—prices are 
proportionately raised all around. In this sense, there must be 
tariff inequality if the import duties are to be of value to a par- 
ticular industry. Actually, even tariff nullification, through equal- 
ization, cannot be attained for agriculture. It is inherent in the 
tarifi-making process that disproportionate or “pyramided”’ rates 
must be conceded industry, in order to maintain the very home 
market that is desired. 
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To the extent that production of the export staples is made 
more profitable, price-enhancing measures such as export boun- 
ties merely postpone indefinitely a reduction in domestic produc- 
tion. Moreover, by lowering the world price, they yield an illu- 
sion of effectiveness. A widening of the spread between domestic 
and foreign prices does not of necessity indicate a rise in the abso- 
lute level of domestic markets. And lastly, the assessment by for- 
eign governments of countervailing duties upon bounty-supported 
exports would result in indirect subsidies to the importing nations. 

In conclusion, we have no substitute plan for farm relief. Yet 
a recognition of the fallacies underlying current plans is an essen- 
tial preliminary to effective action. Notions such as domestic 
price-levels and tariff equality are more appropriate to conditions 
of two generations ago. Today the domestic economy is closely 
and inseparably geared to conditions abroad. Indeed, no small 
part of the present difficulties flow from just such isolationist 
policies as are expressed in the political plans for farm aid. The 
steep increases in domestic and foreign tariffs, jointly with the 
various restrictions upon imports, are forcing a readjustment of 
agricultural and other production to a basis of national self-suffi- 
ciency. Importing nations are replacing foreign supplies by home- 
grown products raised at a higher cost; regions which looked to 
foreign markets for an outlet are forced to readjust their types of 
farming, and to curtail their purchases of foreign products. That 
the net result is a reduction in real income and purchasing power 


is something that needs no elaboration. 
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THE HISTORY OF AN ENGLISH VILLAGE 


IHE future of economic history, it may be suggested, lies 
in attempting to reconcile two kinds of work which have 


been in the past frequently regarded as irreconcilable. 
On the one hand, it is necessary to give a more exact account, 
as Professor Clapham is doing in his Economic History of Modern 
Britain, of those aspects of the life of the past which fall within 
the limits of the word “economic,” as it has been used by the po- 
litical economist. On the other hand, it is necessary to examine 
the connections between economic and other branches of history, 
with the object of showing how far they are connected and in 
what ways. The latter task, which Professor Clark has defined 
as that of carving “reality at the joints” of history,’ is only begin- 
ning to be faced; and the materials needed in order that it may 
be accomplished are scattered, partly because of the overspecial- 
ization which has characterized historical study during the past 
fifty years. In writing monographs, the professional historians have 
often shut themselves in water-tight compartments; hence the 
writer who seeks to connect these compartments, too frequently 
finds that the detailed studies upon which he must base his work are 
silent on just those points about which he would like to have them 
vocal. It is one of the virtues of the recent study of an English 
village by Professor and Mrs. Gras that it ignores the traditional 
boundary lines of economic history, and supplies a great deal of 
information about the relations of economic to other aspects of 
life over a period of ten centuries.” It treats a great variety of 
topics—ranging from the diet of the inhabitants to the local ad- 
ministration of justice—and is based on a detailed examination 
of source material, mostly in manuscript, handled with all the 
technical skill to be found in the arsenal of modern scholarship. 
Works like this point the way for the economic historian no less 
clearly than do works like that of Professor Clark, which make 

*G. N. Clark, The Seventeenth Century (1929), p. ix. 

?N. S. B. and E. C. Gras, The Economic and Social History of an English Village 
(Crawley, Hampshire), A.D. 909-1928, “Harvard Economic Studies,” Vol. XXXIV 
(Cambridge, Mass., 1930). 
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their canvas the whole of Western European history. It is only 
with the help of monographs, such as Mr. and Mrs. Gras have 
produced, that the foundations can be laid for the wider treatment 
of general economic history which is so badly needed. 

Studies of the effects of different types of civilization, as they 
are revealed by exploring in detail the conditions in special small 
communities, can be of much value to the student who wishes 
better to understand some of the consequences of modern indus- 
trialism. As Mr. Stuart Chase has suggested in his book on Mex- 
ico, it is possible to learn a good deal about those consequences 
by comparing the Lynds’ Middletown with Professor Redfield’s 
Tepoztlin. The Gras’ work, which gives us a close view of the 
village of Crawley, in Hampshire, from the time of its earliest 
recorded history to our own day, offers admirable opportunities 
for such comparisons. The authors are seldom able to reach final 
conclusions on the issues which concern the economic historian; 
but their narrative does not lose interest on that account. Not- 
withstanding the fact that it takes the unobtrusive form of an 
introduction to a long series of interesting documents and statis- 
tics, it is clearly one of the most valuable American contributions 
of the last decade to English economic history. In exploring vir- 
gin ground in as great detail as the considerable source materials 
permit, the authors have raised afresh issues which should con- 
cern a large number of scholars in many of the disciplines. 

The historian who is looking for light on conditions which are 
typical of England as a whole will find those sections which deal 
primarily with the Middle Ages of principal interest. Situated in 
the chalk downs of Hampshire, less than five miles from Win- 
chester, and belonging to the Bishop of Winchester, Crawley was 
probably representative of hundreds of manors throughout Eng- 
land in the thirteenth, fourteenth, and fifteenth centuries, when 
nearly nine-tenths of the population lived in villages, and when 
ecclesiastical foundations owned a considerable proportion of all 
manors. Like many other villages throughout Europe, Crawley 
was near enough to a town to be affected by a town economy 

3 An examination of the figures for the population of England and Wales in 1377 


(George Chalmers, An Estimate of the Comparative Strength of Great Britain [1804 
ed.], pp. 16 ff.) leads to this conclusion. 
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without being dominated by it. Perhaps it is not too much to say 
that the life led in Crawley, particularly before the fourteenth 
century, was essentially the same life which was led in a great 
part of Christendom. But this has long since ceased to be the 
case. Beginning with the sixteenth century the economic changes 
which have shaken Great Britain to its foundations took place 
almost entirely in other parts of the country. Since that time the 
main-traveled road of economic development has not run through 
Hampshire. Still less has it run through Crawley. The railway 
lines have avoided the village, and no main highway touches it 
(p. 4). Even the leisurely traveler from Winchester to Salisbury 
would be likely to ignore the existence of what was described in 
1900 as a “dilapidated and unattractive village” (p. 698). The 
backwardness of the district has not enabled the villagers to es- 
cape being buffeted by the rising industrialism, which has made 
its mark upon every nook and cranny of Great Britain, but their 
life has long since ceased to be typical of the life of England. 
Their part in the principal economic currents of modern times has 
been passive. 
England made her choice long years ago— 
Wealth, great cities, industries—all villages know [p. 163]. 

It follows that the authors’ description of Crawley in the 
Middle Ages can do something to correct and to supplement the 
general picture of the economic and social condition of the manor 
which historians had already sketched for us, but almost never 
with the help of as abundant a supply of evidence concerning a 
particular community as is here provided. The Gras study serves 
as a warning against the tendency which is sometimes found, not 
only in popular accounts, but even in the writings of more experi- 
enced historians, to oversimplify the economy of the medieval 
village. Welcome is the proof that as early as 1208, when we first 
get records of prices for Crawley, a genuine money economy 
existed in connection with the exchange of goods, although not 
until the fifteenth century were wages and rent on a true mone- 
tary basis (p. 63). The authors tell us a good deal about the proc- 
ess underlying the extension of the use of money. Before the leas- 
ing of the home farm became the regular policy of the lord of the 
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manor about the middle of the fifteenth century, all week-works 
had been commuted (pp. 67, 74-79).4 The village was far from 
self-sufficient, however, before the process of commuting predial 
services had begun, as is shown by the existence of a money econ- 
omy at the beginning of the thirteenth century. Both the lord’s 
reeve, who managed the home farm, and his tenants purchased, 
mainly at Winchester, a variety of products—such as jars and 
other domestic utensils, tar, tiles, lime, salt, and cart wheels. 
Not only was all the iron obtained from Winchester, but the 
plowshare, which was an indispensable article in the manorial 
economy, was always purchased ready-made. In return for these 
commodities, the reeve and the tenants sold grain, hides, sheep, 
pigs, fowl, and a considerable quantity of wool. Owing to natural 
conditions of the soil, sheep-farming provided Crawley with most 
of itssurplus. The wool was frequently bought in bulk by London 
or Italian merchants (pp. 18 ff., 38-39). 

We cannot assume, of course, that all the details of the economy 
of Crawley would fit other medieval manors. But what the au- 
thors show for Crawley, namely, that the village was in no sense 
a thing apart, having continual trading connections not only with 
nearby towns but with distant countries, was probably true for 
the great majority of villages in the Middle Ages. Perhaps it is 
this consideration which has led Professor and Mrs. Gras, who 
are throughout careful to avoid unwarranted generalizations, to 
suggest that their study does something to break down the tradi- 
tional view among scholars that the medieval world “must have 
been quite divided and pent up, each part living in and for itself” 
(p. 159). 

It is not necessary to accept that traditional view in order to 
recognize that there was an extraordinary degree of diversity in 
detail. In their study the authors have struck another blow at the 
artificial symmetry which it is still not uncommon to construct 
in dealing with agricultural methods on the medieval manor. 
For Crawley they find it difficult to discover anything approach- 
ing an orderly system in connection with arable or pasture farm- 
ing. The same piece of land might be used at one time for tillage 

4 Although practically none of the non-week-works had been commuted at this 
time (pp. 77-78). 
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and at another for pasture. On the basis of their research con- 
cerning the former, they warn the reader that, when we speak of 
a two-field or a three-field system of agriculture, we are “prob- 
ably very far from being as precise as we think. Two or three 
fields might prevail but only as very vague guides to methods 
followed. In Crawley . . . . the winter and spring crops of the 
lord did not equal one another, as we would expect in a three- 
field system. Nor did the fallow alternate with grain, as we would 
expect in a two-field system” (p. 36). Other manors doubtless 
had special customs of their own with respect to cultivation which 
differentiate them from Crawley. It is rather astonishing that 
the idea of a single system of agriculture common to most manors 
should persist at all, in view of our knowledge of the diversity of 
local customs in medieval times. If every locality tended to have 
—as there is strong reason to believe it did—its own kinds of 
weights and measures for the exchange of commodities, why 
should we assume that most manors followed uniform systems of 
cultivation? 

Yet differences in methods of cultivation or in methods of 
measuring commodities are not, it may be urged, incompatible 
with a great measure of unity. The problem of getting a living 
and the manner in which it was secured were very similar, not 
only throughout England, but throughout Europe; and the in- 
crease in travel and in trade which marked the twelfth and thir- 
teenth centuries was spreading the consciousness of these similari- 
ties. I wish to suggest (though I do not know whether Mr. and 
Mrs. Gras would agree with me) that the subsequent develop- 
ment of still more complex economic relationships between dif- 
ferent regions has had different results. While the coming of in- 
dustrial civilization has brought the different parts of the world 
closer together, it seems at the same time, by greatly complicating 
the problem of getting a living, to have reduced the sympathy 
and understanding among men. Are not our inner lives more 
separate than those of our medieval ancestors? Are we not more 
alone than they? 


Many of one mouth, of one breath, 
Dressed as one,—and none brothers among them 
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writes Mr. Archibald MacLeish,' as he contrasts the life of mod- 
ern America with that of Southern France, in particular. Viewed 
superficially, the railroad, the automobile, and the airplane have 
united us; we see more faces in a day than the ordinary man in the 
Middle Ages saw during his whole life. But what common ground 
for understanding have a workman in the Ford factory, a western 
cowboy, a laryngologist, a bank clerk, a business executive, a pro- 
fessor of philology, and a poet? Specialization tears apart those 
bonds which the doing of a common task creates, and if we are 
more hungry for companionship than our medieval ancestors it 
is partly because we have less of it. What draws men together is 
the common experience of performing the same small acts of 
everyday existence, even though there are as many ways of doing 
them as there were medieval villages. In a recent book, Professor 
Siegfried helps to explain why it is that the French people, for 
all their intense provincialism, remain even today “many togeth- 
er,” as Mr. MacLeish expresses it in his poem. “France means to 
us,” writes Professor Siegfried, “a way of living on which we are 
all so entirely agreed that scores of things are taken for granted, 
no matter to what political party we belong.’ And in the Middle 
Ages, when most men cultivated the soil and all men knew how 
it was cultivated, the people of Europe were probably even more 
agreed in this matter than are modern Frenchmen. It was, no 
doubt, partly this unity, which the Gras study serves to em- 
phasize, which made it possible for Dante to speak a more uni- 
versal language than any later European poet. As Mr. T. S. 
Eliot has expressed it, in comparing Dante’s Europe with Shake- 
speare’s, ““Dante’s advantages are not due to greater genius, but 
to the fact that he wrote when Europe was still more or less one.’”’ 
And so, the Gras’ picture of their village in the Middle Ages, 
by stressing this unity, has caused the reflection that the economic 
side of life is not without its relation to the cultural. 


While this study of an English village is of particular interest 
to the medievalist because of the light which it sheds upon a gen- 


5 A. MacLeish, “American Letter,” in New Found Land (Paris, 1930). 
6 A. Siegfried, France: A Study in Nationality (1930), p. 25. 
7T. S. Eliot, Dante (1929), p. 21. 
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eral way of living which was almost universal, it has also an im- 
portance for the modern historian. No one can read these pages 
without realizing that the coming of industrial civilization has 
affected indirectly the life of even the most backward communi- 
ties. Since the reign of Elizabeth all the great economic changes 
have been reflected in the system of landholding and in the con- 
ditions of the peasantry in Crawley. The influence of the capital- 
ist farmer can be traced back at least to 1606 when Sir Gerard 
Fleetwood, who also held other lands in Hampshire, Bucking- 
hamshire, and Gloucestershire, leased the home farm (pp. 99 ff.). 
The process by which the farms of customary tenants were gradu- 
ally absorbed, until the last vestiges of the yeomanry had dis- 
appeared, covered a long period of more than three centuries, and 
the absorption appears to have been most rapid at the end of the 
nineteenth and the beginning of the twentieth centuries (pp. 123 
ff.). Conditions of land tenure in Crawley are not, of course, to 
be regarded as forming a cross-section of those in England gen- 
erally. They serve, nevertheless, to remind us that it is a mistake 
to associate the agrarian changes which have accompanied the 
rise of industrialism mainly with the period referred to as the 
Industrial Revolution. 

In the treatment of the agrarian changes, Mr. and Mrs. Gras 
stress the fact that in Crawley the commutation of service rents 
was a very slow process, which was not completed at the time of 
the French Revolution. If we consider the quit rents, paid in lieu 
of services, as a survival, the process was, in fact, completed only 
yesterday (p. 80). Their findings in this connection lead them to 
suggest that, if Crawley was at all typical of the country as a 
whole, we need to reconsider the view that England gave up the 
manorial system before it was abandoned in France, Germany, 
and other European countries (p. 79). In making this suggestion, 
have they not given rather too much weight to what seems to be, 
after all, the shadow rather than the substance of the matter? 
What appears to the outsider to be behind the distinctions drawn 
between the agrarian histories of England and of France prior to 
the nineteenth century is that, in the latter country, the small 
tenants, including the fermiers and métayers, generally enjoyed 
in practice a much greater security of tenure than did the classes 
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of peasants in England to which they may be said roughly to 
correspond. If, as seems probable, this is not unrelated to the 
fact that, since the Revolution, France has remained, or—if one 
prefers to put it another way—has become, a country of small 
peasant proprietors, then surely more attention should be paid 
to it in comparing the agrarian histories of the two countries than 
to the persistence of a few customary services which probably had 
little effect in protecting the tenants in their ancient privileges or 
in the possession of their holdings. Even if the phrase “manorial 
system”’ be reserved, as Mr. and Mrs. Gras appear to reserve it, 
to “the cultivation of the home farm by a reeve and the exaction 
of services” (p. 79), do their findings really go far to disprove the 
accepted theory concerning the disappearance of the manorial 
system? As they show, the reeve at Crawley ceased to be the 
lessee of the home farm either during the reign of Elizabeth or 
at the beginning of that of James I (pp. 99-100). And, although 
some services lingered on long after, conditions in Crawley, as 
they themselves suggest (p. 79), may have been backward. This 
is probable, not only because, as we have seen, the village did not 
lie in the main path of English economic development, but also 
because it formed part of the church estates. In this connection, 
the authors’ discussion of the indifference of the bishops after 
1350 to the material development of Crawley should be read 
(pp. 122-23). Nor should we forget Defoe’s comment, in explain- 
ing the backwardness of building at Wolverhampton, “the Land, 
for the chief Part, being the Property of the Church, . . . . the 
Tenure [is] not sufficient to encourage People to lay out their 
money upon it.’* Whatever view is taken of the persistence of 
service rents at Crawley, the authors have done well to raise their 
question, for it should stimulate more exact definition of what is 
meant by the manorial system, and should lead to detailed com- 
parisons which are badly needed between the agrarian history of 
England and that of the principal continental countries. 


In their treatment of many other subjects besides those men- 
tioned, the authors show the significance of the kind of spade work 
they have done for the student of general economic history. By 


® Defoe, A Tour thro’ the Whole Island of Great Britain (1748 ed.), II, 400. 
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selecting so small an area for detailed treatment, they have been 
able again and again to deal concretely with matters which the 
historian, whose canvas is larger, finds it easy to evade. And not 
infrequently these turn out to be issues of great importance in the 
acceptance or rejection of broad theories. When we remember 
what a wealth of manuscript materials is available for studies 
such as this—the documents of the Ecclesiastical Commissioners 
which they have used extensively are an example—the need for a 
great deal more work of this kind becomes apparent, if we are ever 
to have an adequate synthesis. After all, in spite of the growing 
interest which has been taken in economic history during the 
past half century, the field remains, as the late Sir William Ashley 
wrote in 1892, one which “‘cries out for labourers.”’ 
Joun U. NEF 


UNIVERSITY OF CHICAGO 





DISTRUST OF BANK DEPOSITS AS MEASURED 
BY FEDERAL RESERVE NOTE ISSUE 


NE of the most interesting, as well as unfortunate, aspects 
of the present depression situation has been the general 
tendency of depositors to withdraw bank accounts and hoard 

the currency thus obtained in private strong boxes. It is currently 
estimated that the amount of money now in circulation exceeds nor- 
mal requirements by more than a billion dollars. Moreover, despite 
receding business activity and falling prices, the amount of currency 
in circulation increased over five hundred millions in the single year, 
August 31, 1930, to August 31, 1931. It ought, therefore, to be instruc- 
tive to endeavor to locate the areas within the country within which 
the demand for the encashment of bank deposits seems to have been 
experienced to the greatest extent. 

The only statistical evidence which bears directly upon the location 
of the areas of greatest distrust of deposits is to be found in the figures 
of Federal Reserve note issues by the different district banks. Statis- 
tics are not available to indicate the extent to which depositors’ de- 
mands have been satisfied by gold certificates, gold and silver coin, 
national bank notes, greenbacks, etc. But in so far as the kind of cur- 
rency supplied member banks consists of Federal Reserve notes we 
may consult the issue accounts of the different Reserve banks. Since 
Reserve banks are not permitted by law to reissue the notes of other 
Reserve banks, their note offerings to member banks consist of their 
own issues. 

The problem we are here concerned with would be easier of solution 
if we could be sure Lat the different Reserve banks act uniformly as 
regards the type of currency they supply member banks. Many con- 
siderations govern the currency policies of the Reserve banks—such 
as the content of their own tills, the particular requests of member 
banks, the denominations required, and the expenses incurred. As re- 
gards the matter of expense it must be remembered that the cost of 
printing Reserve notes is borne by the Reserve banks whereas the 
Treasury assumes the burden of replacing worn paper currency of 
other types. But, however practices might vary, it is significant that 
from the end of August, 1930, to August 31, 1931, the increase in 
Federal Reserve note issues, 589 millions, was substantially the same 
as the increase in circulation of all forms of currency, including notes. 


Ito 
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There is thus reasonable ground for inferring that the issue practices 
of the different Reserve banks do not vary widely. 

How are Reserve note issues divided among the twelve Reserve 
banks? As of August 31 of the current year the figures are as in Table I. 

The most significant disclosure of the figures in Table I, although 
not in any way surprising, is the fact that the largest Reserve bank 
of all, New York, stands in second place. But to permit other compari- 
sons it will be necessary to measure note circulation with respect to the 
size of the issuing Reserve bank. The large Reserve banks would be 
expected to maintain the heaviest note issue accounts. 


TABLE I 


FEDERAL RESERVE Note Issues, AUGUST 31, 1931 
(In Thousands of Dollars) 








Issuing Federal Reserve Bank Percentage of Total 
(Arra: in Decreasing Order | Actual Circulation |Issues of the Twelve 
of Percentage of Total) Reserve Banks 





424,253 21.62 
394,270 20.09 
239,914 12.22 
209 ,098 10.65 
150,957 7.69 
139,212 7-09 
113,181 5.77 
74,844 3.81 
68 444 3.49 
68,277 3.48 
$2,930 2.70 
27,325 1.39 





1,962,705 100.00 











Two indexes of size will at once be suggested—first, the capital 
stock account of each Reserve bank, and, second, the volume of mem- 
ber bank balances. For many purposes the capital stock account is the 
superior test of size; but for present purposes member bank reserve 
balances seem to be preferred. What we are here interested in is dis- 
trust of deposit credits, and member bank balances bear a more fixed 
relationship to member bank deposits than do member bank contribu- 
tions to Reserve bank capital. By law the maximum extent to which 
member banks may incur deposit liabilities is determined by the vol- 
ume of member bank reserve balances. 

Table II shows each Reserve bank’s share, first, of the total note- 
issue circulation, and, second, of the system’s reserve balances. The 
percentage that the figures in the first column are of those in the second 
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indicates the importance of each Reserve bank relatively to its size 
as a note-issuing institution. 
TABLE II 


Norte IssuEs IN RELATION TO THE SIZE OF THE RESERVE BANK, 
AUGUST 31, 1931 








Percentage of . 
Percentage of System’s Mem Percen First- 


System’s Note ~ | Column Figures 
Circulation J, ~~ a Are of Second 


(x) (2) (3) 





.24 257.58 
66 159.53 
22 152.03 
28 146.29 
73 139.50 
55 136.47 
00 .00 
.02 127.74 
.7° .38 
28 .40 
16 -35 
.16 -49 


5-77 
Cleveland .22 
Chicago .62 
.65 
81 
3.48 
.70 
.69 
.09 
.49 
.39 
i ee .09 
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.0o .0O 














Relatively, then, to their reserve balances, the different Reserve 


banks on August 31, 1931, ranked as follows as note-issuing institu- 
tions: 


. Atlanta 7. Minneapolis 
. Cleveland 8. Philadelphia 
. Chicago 9. Boston 

. San Francisco 10. Kansas City 
. St. Louis 11. Dallas 

. Richmond 12. New York 


The figures in Table II relate, however, to a single date and do not 
show developments in the way of deposits distrust during the course of 
the last year. The figures in Table III are presented, therefore, to 
depict conditions a year ago. 

On this earlier data the reserve banks, relatively to their size, ranked 
as follows as note-issuing institutions: 

1. Atlanta . Philadelphia 
2. Richmond . St. Louis 

3. Minneapolis . Kansas City 
4. Cleveland . Dallas 

5. Boston . Chicago 

6. San Francisco . New York 
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Since the foregoing ranking differs considerably from that which 
prevailed a year ago, Table IV is presented to show the changes that 
have occurred in the past year. 


TABLE III 


Note IssvEs IN RELATION TO THE SIZE OF THE RESERVE BANKS, 
AUGUST 31, 1930 








Percentage of Panny tM Percentage First- 


System’s Note Column Figures 
Reserve Bank Circulation ber-Bank Re- Are of Second 


(r) (2) (3) 





es ced unkinwek oe 9. ' 163.57 
New York.... i 13. ‘ 32.73 
Philadelphia... . ; 9. .96 157.71 
RIES ocd wnedasvee 13. ' 164.23 
Richmond... ' 4. , 180.84 
/ aS ‘ 8. 324.90 
Chicago... . . are): 12. : 86.50 
St. Louis.... . 4 : 153.62 
Minneapolis. . . ‘ 3. ; 176.21 
Kansas City. . ; 5 135.57 
Dallas. .... : sdioatie 2 102.88 
San Francisco. . . P II. 161.70 





100. 














According to the figures in Table IV the different Reserve banks, in 
relation to size, have participated in the year’s increase in note circu- 
lation as follows: 


I. 
2 
3 
4. 
5 
6. 
7 
8 
9. 


Percentage of 
Quota of 


Increase 


. San Francisco . a til 

. Cleveland..... : 96 
Me WR. so ance ws 85 
. Philadelphia. .. 62 
8 ee 42 
. Minneapolis. ... 

. Richmond 


_ 
9 


Il. 
12. 


The most striking disclosures of the foregoing ranking are: first, 
the extent to which Chicago outranks the other banks; and, second, 
the fact that New York and Philadelphia stand so high on the list. 
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This latter fact might possibly suggest that in the last year foreign de- 
positors have begun to hoard Federal Reserve note currency. But we 
must be on guard against assuming that this is the most important 
factor in the problem. 

Which, now, are the districts in which the public has had the great- 
est reason to be distrustful of the security of bank deposits? Evidence 


TABLE IV 
INCREASE IN FEDERAL RESERVE NOTE ISSUES FROM 
AUGUST 31, 1930, TO AUGUST 31, 1931 
(In Thousands of Dollars) 








Increase Each 
Bank Would 
Have Experi- 
enced if the 
System’s Gain 
in Note Circu- 


Reserve Bank 


Note 
Circulation, 
August 31, 

1931 


Note 
Circulation, 
August 31, 

1930 


I 


ncrease or 
Decrease 


during the 


Year 


lation Had 
Been Dis- 
tributed 
According to 
Each Reserve 


Percentage 
Third-Col- 
umn Figures 
Are of Fourth 


Bank’s Share 
in Total 
Member- 

Bank Reserve 
Balances 

(3) (4) 


(1) (2) 





35,505.21 
243,716 
35,004 
50,050 
15,368 
15,133 
84,202 
18 ,666 
12,130 
21,846 
14,309 
42,749 


588,828 


3,438 
208 ,135 
21,Q11 
48,102 

3,399 

1,553 
254,281 
66 , 887 7,957 
49,902 3,028 
69,116 |— 72 
34,352 |— 7,027 
161, 269 47,829 


135,774 
186,135 
129,046 
191,812 
64,878 
114,734 |— 
169,972 


Boston. . eee 
New York..... 
Philadelphia. . . 
Cleveland... 
Richmond... 
Atlanta... 
Chicago....... 
AE ae 
Minneapolis. . 
Kansas City. . 
Dallas 

San Francisco 


139,212 
394,270 
159,957 
239,914 
68,277 
113,181 
424,253 
74,844 
52,930 
68,444 
27,325 
209 ,098 





1,962,705 |1,373,877 | 588,828 




















on this point is to be found in figures relating to bank suspensions. In 
Table V there is first given by Federal Reserve districts the amount 
of deposits of all suspended banks between August 31, 1930, and 
August 31, 1931. These figures are then compared with those which 
would have prevailed had deposits of suspended banks been divided 
proportionately according to the relative amounts of member bank re- 
serve balances in each district. The higher the percentages in the last 
column the greater, therefore, would appear to have been the occasion 
for distrust in the safety of bank deposits. 
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At this point we may recapitulate. If withdrawal of deposits and 
issuance of Reserve currency have proceeded among the various dis- 
tricts according to the number and intensity of failures, we should ex- 
pect a strong direct correlation between the rankings which show great 
involvements and those which show heavy note issuance. That there 


TABLE V 


DEPosITS OF SUSPENDED BANKS 
(In Thousands of Dollars) 








mR ES 
posits t 
— 
Deposits of All oh my ue 
Suspended Banks ~~ | | hang Percentage First- 
Federal Reserve District from August 31, |P* ~anks 1! Column Figures 
1930, to August Each District Are of Second 
930, to August /Had Same Share 

31, 193% in Total as in 
Member-Bank 
Reserve Balances 
(1) (2) (3) 


~ 
a 
~ 





oa 
nN 


24,477 82,200 29. 
267,716 563, 286 47. 
Philadelphia 92,107 81,111 113. 
SERRE 182,883 115,679 158. 
Richmond 82,047 35,520 233. 

77 ,836 34,976 
298,752 194,612 
199,923 43,141 463. 
Minneapolis... . . 46,455 28,035 165. 
Kansas City 34,649 50,490 68. 
Dallas 17,749 33,070 53- 
San Francisco 35,429 98 , 803 


“Oo Ohm OW nnd 


= 





1,360,923 | 1,360,923 

















is, however, no high degree of correlation is indicated by the compari- 
son shown in Table VI. 

Nor can explanation of the lack of close agreement in the rankings 
be found in changes in reserve ratios. If there had been considerable 
variation in the reserve-ratio positions of the individual Reserve banks 
in the twelve months studied it might be necessary to recalculate note 
issues on the assumption that each Reserve bank had maintained a 
reserve position corresponding to that of the system. In other words, a 
high note issue might be disregarded if the Reserve bank had effected a 
considerable improvement in its reserve ratio and vice versa. General- 
ly speaking, however, an examination of reserve-ratio changes indi- 
cates that the discrepancies between bank failure and note-issue rank- 
ings cannot thus be explained. 

But we are not yet obliged to close this examination with a negative 
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conclusion. The results are most interesting when we divide, as per 
Table VI, the Reserve banks into two groups—those whose note-issue 
importance is in excess of their rankings as failure districts, and those 
whose note-issue importance is less than failure rankings would indi- 
cate as probable (see Table VII). 

It will now be observed that the first group of Reserve banks 
(Chicago, San Francisco, Cleveland, New York, Philadelphia, and 
Boston) all contain large metropolitan areas, wherein business pessi- 


TABLE VI 


COMPARISON OF RESERVE BANKS AS FAILURE 
DISTRICTS AND AS NoTE-ISSUING 
INSTITUTIONS 








Ranking of Re- 
serve Banks on 
the Basis of the 
Extent to Which 
Failure Record; | There Has Been 
in Order of Participation in 
Importance System’s In- 
crease in Note 
Issues, with 
Allowance Made 
for Size 








ree 
Richmond. . 
0 
Minneapolis ae 
ae 


Philadelphia. . . 
Kansas City 


On OU Sw DH 


“ 
COnFnouwrntwns kt OD 








mism is highly contagious, wherein stock-market reactions influence 
general psychology to the greatest extent, wherein also the practice is 
the most common of maintaining private safe boxes in bank vaults 
in which withdrawn currency may be kept. The second group of Re- 
serve banks, on the other hand (St. Louis, Minneapolis, Richmond, 
Kansas City, Atlanta, and Dallas), serve districts more agrarian in 
character, districts less sensitive to metropolitan developments. The 
degree of concentration of population, as well perhaps as its hetero- 
geneity, seems to be one of the strongest factors explanatory of cur- 
rency withdrawals. 

In conclusion, it is to be admitted that in this preliminary study 
many special factors affecting conditions in particular districts have 





DISTRUST OF BANK DEPOSITS 117 


had to be ignored, and, furthermore, that results might be modified 
if the study had embraced a wider range of data and had applied to a 


TABLE VII 








First Group—Banxs Wuose Nore Issues Were Larcer THAN 
Farture Recorps WouLp SuGGcEst 





Ranking of Its 
Ranking as District in De- 
Participant in posits of Sus- 
Note Issue pended Banks 
Increase (with Adjust- 
ment for Size) 


Reserve Bank 





6 
San Francisco II 
Cleveland...... 5 
New York... : | 10 
Philadelphia . 7 
Boston. ... 12 





Seconp Group—Banxs Wuose Norte Issues Were SMALLER THAN 
FarLure Recorps WouLp SuGGEST 





St. Louis. . 
Minneapolis . 
Richmond. . . 
Kansas City. . 


Dallas. . . 








different period of time. But the evidence, so far as it has been consid- 
ered, is so clear that it is here offered as a tentative approach to a most 
interesting problem. 


Harowp L. REED 


CoRNELL UNIVERSITY 

















BOOK REVIEWS 


Essays on Population and Other Papers. By JAMES ALFRED 
FIELD, together with material from his notes and lectures. 
Compiled and edited by HELEN FisHER HoHMAN. With a 
Foreword by JAMEs Bonar. Chicago: University of Chicago 
Press, 1931. Pp. xxix+440. $3.50. 

Prematurely, in 1927, one of America’s foremost demographers 
(using that term in its wide sense), Professor James A. Field, passed 
away. There are several fitting reasons why this review should include 
evaluating interpretations, not alone of the Essays, but of Field’s 
career as a student of population problems. First, though Field con- 
tributed to at least one other treatise, the above is the only single 
volume he “produced.” The book, therefore, not only reflects his main 
interests, but gives, especially with the editor’s excellent biographical 
sketch, a panorama of his career. Second, Field, unfortunately for 
European demography, was all too little known on the Continent. And 
I feel compelled to add that American economics would today be in a 
more healthy state had it listened to some of his warnings. 

Part I consists of eleven chapters on Malthusianism, birth control, 
and eugenics, the most notable essay being the reprint of ““The Early 
Propagandist Movement in English Population Theory.” This paper 
will long remain a model of objective historico-economic investigation 
in a field where one might easily have gone beyond the facts. One may 
usefully refer students to this paper for analysis from that standpoint 
alone. Part II, consisting of three chapters or essays, manifests the 
author’s interest in the teaching of economic theory, in statistics, and 
in problems associated with the standard of living. Part III lists the 
books and pamphlets in the author’s library—items well chosen, some 
rare, but the whole of less quantity than some of us had supposed. 

Field was one of the first in America to recognize that curious com- 
plex, “population problems,” as a legitimate field of scientific inquiry 
by scholars. He gave one of the first courses in that subject in this 
country. He is perhaps best known for his explorations into the early 
history of English neo-Malthusianism; less so for his level-headed, 
objective, critical discussions of birth control and eugenics. His papers 
were sometimes original and always thought-provoking. He had con- 
siderable ability in ferreting out significant, neglected historical litera- 
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ture in the population field. Many of the Place manuscripts which 
Stopes claimed to have “discovered” were known to him. And few 
economic writers, at least on this side of the water, could match him 
in finish of literary presentation. 

Since Essays IV, V, and IX are specifically on eugenics, they need 
not receive detailed consideration here. Though critical throughout, 
they are Galtonian in idealism. Field seemed to accept the erroneous 
idea that Galton founded eugenics. This is true only in a special sense: 
in the sense that he contributed more to the subject than perhaps any 
other nineteenth-century writer. But Galton had many precursors— 
at least, as many as Malthus—two of the most important and least 
known being Charles Knowlton and Robert Dale Owen. 

Perhaps Field’s chief “worry” in connection with eugenics was how 
to get eugenical worth well rewarded economically. Here is a real prob- 
lem for someone to resolve; no one has yet appeared on the scene who 
seems equal to it. 

The essays on the history of Malthusian thought, especially the 
discussions of the less-known critics, show a first-hand knowledge of 
the nineteenth-century English literature. In the French and German 
literature he seems to have taken little interest; and I know of no rea- 
son to believe that he ever dipped into the Italian literature. 

Perhaps the greatest weakness of some of these essays is a result of 
the author’s penchant for seeking contradictions, “paradoxes,’”’ and 
distinctions where, in some instances at least, none seemed to exist. 
While this bent of mind sometimes led Field to note distinctions which 
escaped the scrutiny of others, it more frequently led to hair-splitting 
irrelevancies. I have cited one or two instances in my review of this 
book in the Eugenics Review (October, 1931). 

Nevertheless, Field’s first-class spade work in investigating the early 
history of neo-Malthusianism in England would alone entitle him to 
rank as one of the first half-dozen writers on population problems in 
this country. Field was sufficiently in contact with contemporary 
events in the birth-control movement to maintain a sympathetic and 
understanding attitude; yet he remained detached enough to be objec- 
tive. While others enthused or irrationally condemned, he analyzed, 
reflected, searched for facts. The evidence is here on nearly every page. 
If some of his statements on birth control now seem unduly cautious, 
we must remember the time of their utterance, and the state of opinion 
in this country. For example, were he writing today, I feel sure he 
would not say: “Birth control. . . . is not ready for the masses. The 
intelligent responsibility which it assumes can be properly exercised 
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only by the intellectually élite” (p. 317). Modern clinical facts con- 
tradict this statement. One is surprised to find an “all or none”’ fallacy 
here (p. 327): the statement that contraceptive methods must be one 
hundred per cent reliable, or else they are “valueless.” 

In 1916 Field predicted that the oppressive taxation likely to follow 
the war would further depress birth rates (p. 231); that the problem 
of the differential birth rate would, after the war, take on new signifi- 
cance (p. 233); that there would be a tendency toward the crystalliza- 
tion of national population policies. The essential soundness of these 
predictions may be granted. His early efforts to find out what the his- 
tory of neo-Malthusianism could teach us by way of guiding social 
and national policies is perhaps a more striking instance of his vision. 
Field was a great demographer partly because he was more than an 
economist, because he was willing to tread upon other domains largely 
sociological. The significance of his work should be a warning to those 
economists accustomed to sneer at sociology as a half-baked science 
still in its swaddling clothes. For the work of Field, Pearl, Dublin, 
Thompson, and many others has shown that that phase of sociology 
known as demography is now a more exact science—as tested by the 
predictability of phenomena—than is any phase of modern economic 
theory, including business cycle analysis. 

One of the chief limitations of the book is a result of the editor’s 
failure to profit by recent contributions to the history of birth control. 
Many statements made by Field regarding John Stuart Mill and 
Robert Owen are erroneous. For example, “A.M.”—by typographical 
error on one occasion, ““H. M.”—who contributed essays to the Black 
Dwarf favoring birth control was John Stuart Mill and not the elder 
Mill as Field surmised (p. 39). This point the reviewer clarified in the 
Economic Journal (Historical Supplement, 1929, p. 475). That Place 
was wrong in alleging that Owen introduced the sponge method of 
contraception into England from the Continent has also been demon- 
strated since Field wrote. (See Quarterly Journal of Economics, August, 
1928.) Erroneous statements about Owen appear on several pages 
(e.g., 98 ff., 49, 217). Recent research has shown that the method 
which Place preferred dates at least from the Talmud. 

In 1917 Field wrote: “Fifty years from now much of what is best 
in the economics of that period will unquestionably be traceable to 
men and materials outside of the present conventional economic pale” 
(p. 340). Though Field was of course a defender of the necessity of 
rigorous training in theory, he believed that the time would come 
when drill in orthodox theory would not be the sole avenue of approach, 
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and that this would have, on the whole, beneficial results. He had 
hopes “‘of the economist whose beginnings had been made in the critical 
and intelligent study of social psychology, or of ethnology, or of insti- 
tutional history, or of the law of public-service corporations, or of in- 
dustrial engineering” (p. 341). Particularly helpful would be training 
in statistics and in “‘the scientific study of so-called commercial sub- 
jects.” 

Field held that the conception of economic theory as a thing apart 
“led to the further error of trying to justify a theory remote from ordi- 
nary experience on grounds of traditional authority” (p. 343). Con- 
ventionalized theory had become a strait-jacket to which all must 
conform: 

The output of such a system [of graduate training] will in the main be an 
output of conformists. Some students will, of course, become radicals 
through revolt. More, perhaps, will simply be lost to economics by dis- 
affection. The majority will be economists of sorts, creditable on the whole, 
safe, sane, and unoriginal. Their drill [how advisedly that word was chosen!] 
has been such as to assure them against going far off the path. But their 
chances of going splendidly right in the direction of originality and creative 
thought would have been better if their training had been less pervaded by 
the spirit of authority [p. 339]. 


This passage, isolated as it is from its context, should not prompt one 
to conclude that Field minimized the need for rigorous abstract reason- 
ing; he was merely in revolt against uncritical traditionalism and scho- 
lasticism. He would emphasize rather the disciplined power of dis- 
covery. Awakening this spirit in graduate students, when possible, 
was to him the essence of the glorious adventure of the art of teaching. 

All things considered, this book is ably edited. Its content consti- 
tutes a contribution to knowledge of permanent value. There is an 
unfortunate gap in any library of economic, sociological, or eugenical 


literature that does not possess it. 
NorMAN E. Himes 
HARVARD UNIVERSITY 


The Theory of Protection and International Trade. By Mrmair 
Manoitesco. London: P. S. King & Son, Ltd., 1931. P. 
xxxi+262. 12/6. 

This book, written by the Minister of Industry and Trade of Rou- 
mania, attracted considerable attention in Europe when it appeared in 
1929 in its original French edition. The author thinks it incumbent up- 
on the economist to provide the almost universal protectionist practice 
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with an intellectually satisfactory supporting theory. He believes that 
in this book he has successfully met this responsibility, and he does not 
underestimate the importance of his achievement. 

The author’s argument falls into two parts. He first maintains, on 
the basis of a medley of statistical data of miscellaneous dates and vari- 
ous degrees of unreliability and irrelevance, that always and every- 
where there are substantial differences as between different industries 
in the value productivity per unit of the factors of production, and that 
invariably, or practically so, the factors are much more productive in 
manufacturing than in agriculture. He then attempts to demonstrate, 
by means of elaborations of Ricardo’s famous arithmetical illustration, 
that Ricardo’s comparative cost principle breaks down when a coun- 
try’s comparative advantage in terms of labor (or capital) costs is in 
industries of relatively low value productivity per unit of labor (or 
capital). 

This attempt at refutation of the comparative cost principle is not 
made to rest on the existence of variations in unit costs with variations 
in output, on the substitution of marginal for average cost analysis, 
or on infant industry or “educational tariff” grounds. It follows the 
Ricardian assumptions faithfully enough with the one exception on 
which he rests his case, and to which Ricardo could not have consistent- 
ly objected, that the value product per unit and the wages of labor are 
assumed to vary substantially from industry to industry under equili- 
brium conditions. But the author makes his analysis highly unsatis- 
factory by keeping prices and wages constant in the face of substantial 
changes in trade relations." 

I can most conveniently present the author’s criticism of the Ricar- 
dian doctrine by means of an adaptation of the famous Ricardian arith- 
metical illustration. Let us suppose that before trade between the two 
countries is permitted, the situation is as shown in Table I. 

Ricardo maintained that free trade under these circumstances would 
result in Portugal specializing in wine-production and England special- 
izing in cloth-production, with cloth exchanging for wine at some ratio 
(e.g., 1 yard cloth=1.25 gallons wine) intermediate between 1 yard 
cloth= 1 gallon wine and 1 yard cloth= 1.6 gallons wine, to the mutual 
advantage of both countries. 


* See Bertil Ohlin, ‘Protection and Non-Competing Groups,” Weltwirtschaftliches 
Archiv, January, 1931, pp. 30-45, for an able and detailed criticism of the technique 
of analysis used in this book. But on the crucial point, Ohlin concedes too much to 
the author under review, and directs some unmerited criticism against Taussig’s 
treatment of the problem of non-competing groups in his /nternational Trade. 
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Suppose, however, that before trade the situation had been as shown 
in Table IT. 

Manoilesco would argue that under these circumstances it will be 
against the interest of Portugal to specialize in the production of wine 
and to import cloth. If, as he assumes, wages and the price of wine re- 
main unaltered, Portugal, he would contend, would lose $2.75 on every 
unit of labor transferred from cloth-production to wine-production. If 
we followed his reasoning to its logical, though obviously absurd, con- 
clusion, Portugal, even in the absence of trade, loses $2.75 per labor 
day for every day’s labor employed in wine-production rather than in 
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cloth-production, and should not produce any wine, trade or no trade. 
Or if a wine monopoly were established in Portugal and the price of 
wine were raised to $10.00, then no cloth should be produced! It should 
be evident that weight can be given to specific prices and wage rates, in 
determining whether a given allocation of resources is desirable or not 
from the national point of view, only after examination of the reasons 
why these prices and wage rates are what they are. 

Let us suppose, first, that the relative differences in wage rates be- 
tween the two occupations are in each country, to use Taussig’s phrase, 
wholly “equalizing differences,” i.e., that the ratio of wages in the 
cloth industry to wages in the wine industry is equal to the reciprocal 
of the ratio of attractiveness of the two occupations in terms of irk- 
someness of the work, differences in cost of living in the respective re- 
gions where the two occupations can be carried on, and so forth. Then 
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if the labor-time costs for each product in each country be weighted by 
their respective degrees of irksomeness, under free trade cloth would 
exchange for wine in some ratio intermediate between 1 cloth for 1.5 
wine and 1 cloth for 2.8+ wine. Suppose that the ratio is 1 cloth for 2 
wine, with England, of course, exporting cloth and Portugal exporting 
wine. Then for each unit of “disutility” for Portugal represented by 
the export of 1 gallon of wine, she gets in return an amount of cloth 
which would cost her 1.4+ units of disutility to produce at home. 
Specialization in wine-production is therefore profitable to Portugal, 
even though wages and value productivity of labor are lower in wine- 
production than in cloth-production. 

Let us next suppose that the two occupations in each country are 
of equal attractiveness, but that the labor engaged in each occupation 
in each country is an absolutely non-competing group, so that it is 
impossible for labor in either country to move from the less remunera- 
tive to the more remunerative occupation. Then trade between the two 
countries will result only in changes in the relative prices of the two 
commodities, in relative wages in the two occupations, and in the ratio 
of apportionment of the money income of each country to consumption 
of the two commodities. The occupational differences in wages will be 
reduced for Portugal, which will export the product of her relatively ill- 
remunerated industry, and will be increased for England. If the hier- 
archy of occupations were the reverse in one country of what it was in 
the other, and each country exported the product of her relatively ill- 
remunerated labor, trade would tend to equalize wages within each 
country. But there would be no shift of labor in either country from 
the high-productivity to the low-productivity occupation, the basis of 
the author’s attack on free trade, since by hypothesis such a shift is 
impossible. 

So far the introduction of occupational differences of wages, upon 
analysis, reveals no hitherto unperceived virtue in the protectionist 
case. Let us turn to a third possibility. Suppose that, as illustrated in 
Table III, Portugal has a comparative labor superiority in the produc- 
tion of cloth, that there is complete occupational mobility, that both 
occupations have equal attractiveness to workers, but that, through 
trade union influence or custom, wages in the cloth industry are main- 
tained at a level which exceeds wages in the wine industry by a greater 
ratio than the comparative advantage in cloth-production over wine- 
production. 

In the illustration given in Table III, although Portugal has a real 
comparative advantage in cloth-production, her price-advantage is in 
wine, and under free trade she will specialize in the latter. This is due 
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the cloth-workers would face the alternatives of either abandoning 
their monopoly wage or abandoning the hope of obtaining employment. 
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As soon as they accepted a wage rate at which they could obtain full 
employment under free trade, the price of Portuguese cloth would fall 
sufficiently to undersell English cloth, and Portuguese labor would be 
employed in the industry in which it had a comparative advantage, 
to the benefit of Portugal as a whole even if to the possible loss of those 
cloth-makers who under protection could have found employment at 
their monopoly wage rate. 

There are many minor absurdities in the book, some of them, how- 
ever, the fault of the translator and the publisher. Unfortunately, it 
has no major virtue to offset them. The task of finding an intellectually 
satisfactory economic defense of protection still awaits achievement, 


and has not been carried forward by this attempt. 
Jacos VINER 
UNIVERSITY OF CHICAGO 


Banking Ratios: A Study of the Operating Results of Member Banks 
with Special Reference to the Twelfth Federal Reserve District and 
to California. By Horace Secrist assisted by Kerra Pow i- 
son. Stanford University: Stanford University Press, 1930. 
Pp. xiv+608. $10. 

This volume is the result of work done in connection with an ex- 
tended research project sponsored by the authorities of Claremont 

Colleges. Professor Secrist’s earlier book, Banking Standards under the 
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with an intellectually satisfactory supporting theory. He believes that 
in this book he has successfully met this responsibility, and he does not 
underestimate the importance of his achievement. 

The author’s argument falls into two parts. He first maintains, on 
the basis of a medley of statistical data of miscellaneous dates and vari- 
ous degrees of unreliability and irrelevance, that always and every- 
“where there are substantial differences as between different industries 
in the value productivity per unit of the factors of production, and that 
invariably, or practically so, the factors are much more productive in 
manufacturing than in agriculture. He then attempts to demonstrate, 
by means of elaborations of Ricardo’s famous arithmetical illustration, 
that Ricardo’s comparative cost principle breaks down when a coun- 
try’s comparative advantage in terms of labor (or capital) costs is in 
industries of relatively low value productivity per unit of labor (or 
capital). 

This attempt at refutation of the comparative cost principle is not 
made to rest on the existence of variations in unit costs with variations 
in output, on the substitution of marginal for average cost analysis, 
or on infant industry or “educational tariff” grounds. It follows the 
Ricardian assumptions faithfully enough with the one exception on 
which he rests his case, and to which Ricardo could not have consistent- 
ly objected, that the value product per unit and the wages of labor are 
assumed to vary substantially from industry to industry under equili- 
brium conditions. But the author makes his analysis highly unsatis- 
factory by keeping prices and wages constant in the face of substantial 
changes in trade relations." 

I can most conveniently present the author’s criticism of the Ricar- 
dian doctrine by means of an adaptation of the famous Ricardian arith- 
metical illustration, Let us suppose that before trade between the two 
countries is permitted, the situation is as shown in Table I. 

Ricardo maintained that free trade under these circumstances would 
result in Portugal specializing in wine-production and England special- 
izing in cloth-production, with cloth exchanging for wine at some ratio 
(e.g., 1 yard cloth=1.25 gallons wine) intermediate between 1 yard 
cloth= 1 gallon wine and 1 yard cloth= 1.6 gallons wine, to the mutual 
advantage of both countries. 


* See Bertil Ohlin, ‘‘Protection and Non-Competing Groups,” Weltwirtschaftliches 
Archiv, January, 1931, pp. 30-45, for an able and detailed criticism of the technique 
of analysis used in this book. But on the crucial point, Ohlin concedes too much to 
the author under review, and directs some unmerited criticism against Taussig’s 
treatment of the problem of non-competing groups in his /nternational Trade. 
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Suppose, however, that before trade the situation had been as shown 
in Table II. 

Manoilesco would argue that under these circumstances it will be 
against the interest of Portugal to specialize in the production of wine 
and to import cloth. If, as he assumes, wages and the price of wine re- 
main unaltered, Portugal, he would contend, would lose $2.75 on every 
unit of labor transferred from cloth-production to wine-production. If 
we followed his reasoning to its logical, though obviously absurd, con- 
clusion, Portugal, even in the absence of trade, loses $2.75 per labor 
day for every day’s labor employed in wine-production rather than in 
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cloth-production, and should not produce any wine, trade or no trade. 
Or if a wine monopoly were established in Portugal and the price of 
wine were raised to $10.00, then no cloth should be produced! It should 
be evident that weight can be given to specific prices and wage rates, in 
determining whether a given allocation of resources is desirable or not 
from the national point of view, only after examination of the reasons 
why these prices and wage rates are what they are. 

Let us suppose, first, that the relative differences in wage rates be- 
tween the two occupations are in each country, to use Taussig’s phrase, 
wholly “equalizing differences,” i.e., that the ratio of wages in the 
cloth industry to wages in the wine industry is equal to the reciprocal 
of the ratio of attractiveness of the two occupations in terms of irk- 
someness of the work, differences in cost of living in the respective re- 
gions where the two occupations can be carried on, and so forth, Then 
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if the labor-time costs for each product in each country be weighted by 
their respective degrees of irksomeness, under free trade cloth would 
exchange for wine in some ratio intermediate between 1 cloth for 1.5 
wine and 1 cloth for 2.8+ wine. Suppose that the ratio is 1 cloth for 2 
wine, with England, of course, exporting cloth and Portugal exporting 
wine. Then for each unit of “disutility” for Portugal represented by 
the export of 1 gallon of wine, she gets in return an amount of cloth 
which would cost her 1.4+ units of disutility to produce at home. 
Specialization in wine-production is therefore profitable to Portugal, 
even though wages and value productivity of labor are lower in wine- 
production than in cloth-production. 

Let us next suppose that the two occupations in each country are 
of equal attractiveness, but that the labor engaged in each occupation 
in each country is an absolutely non-competing group, so that it is 
impossible for labor in either country to move from the less remunera- 
tive to the more remunerative occupation. Then trade between the two 
countries will result only in changes in the relative prices of the two 
commodities, in relative wages in the two occupations, and in the ratio 
of apportionment of the money income of each country to consumption 
of the two commodities. The occupational differences in wages will be 
reduced for Portugal, which will export the product of her relatively ill- 
remunerated industry, and will be increased for England. If the hier- 
archy of occupations were the reverse in one country of what it was in 
the other, and each country exported the product of her relatively ill- 
remunerated labor, trade would tend to equalize wages within each 
country. But there would be no shift of labor in either country from 
the high-productivity to the low-productivity occupation, the basis of 
the author’s attack on free trade, since by hypothesis such a shift is 
impossible. 

So far the introduction of occupational differences of wages, upon 
analysis, reveals no hitherto unperceived virtue in the protectionist 
case. Let us turn to a third possibility. Suppose that, as illustrated in 
Table III, Portugal has a comparative labor superiority in the produc- 
tion of cloth, that there is complete occupational mobility, that both 
occupations have equal attractiveness to workers, but that, through 
trade union influence or custom, wages in the cloth industry are main- 
tained at a level which exceeds wages in the wine industry by a greater 
ratio than the comparative advantage in cloth-production over wine- 
production. 

In the illustration given in Table III, although Portugal has a real 
comparative advantage in cloth-production, her price-advantage is in 
wine, and under free trade she will specialize in the latter. This is due 
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to the fact that the ratio of cloth-wages to wine-wages, 7:1.5, exceeds 
the maximum ratio, 3:1, consistent with specialization along the lines 
of comparative real advantage. Protection to the cloth industry, in- 
stead of resulting in a diversion of labor from a more productive to a 
less productive occupation, will operate to reduce the extent of such 
diversion. This is the one grain of truth which is embedded—but not 
displayed—in the author’s exhaustive argument. But it is a very tiny 
grain, indeed. For if free import of cloth into Portugal were permitted, 
the cloth-workers would face the alternatives of either abandoning 
their monopoly wage or abandoning the hope of obtaining employment. 
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As soon as they accepted a wage rate at which they could obtain full 
employment under free trade, the price of Portuguese cloth would fall 
sufficiently to undersell English cloth, and Portuguese labor would be 
employed in the industry in which it had a comparative advantage, 
to the benefit of Portugal as a whole even if to the possible loss of those 
cloth-makers who under protection could have found employment at 
their monopoly wage rate. 

There are many minor absurdities in the book, some of them, how- 
ever, the fault of the translator and the publisher. Unfortunately, it 
has no major virtue to offset them. The task of finding an intellectually 
satisfactory economic defense of protection still awaits achievement, 
and has not been carried forward by this attempt. 

Jacos VINER 
UNIVERSITY OF CHICAGO 
Banking Ratios: A Study of the Operating Results of Member Banks 
with Special Reference to the Twelfth Federal Reserve District and 

to California. By Horace Secrist assisted by KerrH Pow t- 

son. Stanford University: Stanford University Press, 1930. 

Pp. xiv+608. $10. 

This volume is the result of work done in connection with an ex- 
tended research project sponsored by the authorities of Claremont 
Colleges. Professor Secrist’s earlier book, Banking Standards under the 
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Federal Reserve System—a Study of Norms, Trends, and Correlations of 
the Assets, Deposits, Expenses, and Earnings of Member Banks, pub- 
lished in 1928, was a survey of banking standards and the interrelation 
of banking processes of member banks of the country as a whole to- 
gether with particular study of individual member banks in the Boston 
and New York Federal Reserve districts. 

The present volume aims to accomplish the same ends as the former 
one in detailed fashion for a large number of national banks situated 
in various parts of the country, but with special attention given to 
banks in California. The purpose of the work is to discover “standards, 
norms, trends, and interrelations” which apply to the different banking 
processes and conditions. In relation to the earlier book above men- 
tioned the present research is an additional experiment “the purpose of 
which was to determine whether the same standards and interrelations 
hold for other places and for different groups at the same place.”’ It is 
the hope of the author that the “norms” and “interrelations” of bank- 
ing processes may be used both as guides to action by the practical 
banker and as bases for the formation of a more adequate economic 
theory. 

The author sets for himself two general problems: (1) to establish 
norms or types for the various bank operations and to show that the 
ratios of bank operations though varying widely do regress to type; and 
(2) to establish the interrelations between the ratios and determine the 
nature and measure the amount of such interrelation. The first prob- 
lem involves the selection of the most significant banking operations, 
the computation of ratios for the series of data growing out of these 
operations, and the proof that the ratios really do represent norms or 
types. In other words, variant ratios must be shown to regress to type. 
The second problem is one of correlation. For example, how are the 
high ratios of loans and discounts to earning assets correlated to high 
ratios of gross earnings to earning assets? 

The ratios selected as most significant are: (1) loans and discounts 
to earning assets, (2) total deposits to earning assets, (3) demand and 
time deposits to earning assets, (4) demand and time deposits to total 
deposits, (5) gross earnings to earning assets, (6) total expenses to 
earning assets and to gross earnings, and (7) net earnings to earning 
assets and to gross earnings. 

Banks are classified by (1) size, (2) size of city, (3) unit banks as 
against banks with branches, (4) national and state member, and (5) 
location or district. California is divided into six sections and further 
subdivided into twenty-two districts. Ratios or standards are found 
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for all these classes and districts. The work involved in so detailed a 
study was an enormous, almost endless task. 

To find the ratios the simple arithmetic average based on the num- 
ber of banks in each case is used. There is no discussion of the value 
or practicability of finding the average ratios on the basis of a dollar 
of assets. For example, the ratio of loans and discounts to earning 
assets computed by dividing total loans and discounts of a given class 
of banks by their total earning assets might be a more typical ratio 
than when the loans and discounts of each bank or each city are divided 
by its earning assets and the resulting ratios added together and divid- 
ed by the number of banks or the number of cities. 

The author is interested primarily in the “regression” of variant 
ratios to and the “interrelation” or “correlation” of types. He uses 
most critically table after table, chart upon chart, and page after page 
to determine that widely variant ratios do regress to type and that 
types or norms form an intricately related scheme with positive corre- 
lation, but does comparatively little to refine his methods of deter- 
mining the types themselves. 

Various methods are employed to find regression. The two methods 
regularly used are given here. Yearly data for national banks in sixty- 
four cities for the period 1922-27 and individual-member-banks data 
in the Twelfth District for 1925-27 are used. The average of the par- 
ticular ratio being tested is found for each year. Next, the ratios as of 
1922 are arrayed and the thirty-two highest put into one group and 
the thirty-two lowest into another, and the average ratio for each group 
is found for each year. The resulting figures when charted or assembled 
into a table show that the relatively high ratios tend to decline and 
the relatively low ratios tend to rise toward the norm. A second meth- 
od arrays the data each year, and the average changes from year to 
year are computed for the high group, the low group, and for all the 
cities or banks. The changes from year to year show that both the 
relatively high and the relatively low ratios on the average regress to 
type. These methods are applied to every ratio and for all classes of 
banks. For the Twelfth District and for California data for individual 
member banks are used. 

Probably the most interesting if not the most valuable part of Bank- 
ing Ratios is that dealing with the interrelations of the different ratios. 
The technique used to show the correlations is the double-frequency 
or “correlation table” of paired percentage differences above and below 
the normal. Some of the results of the correlation studies are as follows: 
(1) for banks with high ratios of loans and discounts to earning assets, 
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their ratios of gross and net earnings to earning assets are also high; 
(2) when the ratio of total deposits to earning assets is high, the ratios 
of gross earnings, of total expenses, and of net earnings are low; (3) 
when the ratios of demand deposits to earning assets or to total de- 
posits are relatively high, net earnings are relatively high, and, con- 
versely, when time deposits are relatively high, net earnings are rela- 
tively low; (4) when the ratio of gross earnings to earning assets is 
high, the ratio of total expenses is high, and the greater the increase 
in one the greater the increase in the other; (5) when the gross earnings 
ratio is high, that of total expenses and of net earnings is also high 
and the amounts of and changes in the ratios of net earnings are af- 
fected more by the ratios of gross earnings than by ratios of total 
expenses. 

The author has selected a block of bank data covering a period of 
time and has asked how these data have behaved within the period 
studied. He has classified the data and has found that the behavior of 
each class is different from that of each other class; that the ratios 
of bank operations run on different levels varying with the class of 
banks in question; and that the ratios in their respective levels display 
a marked degree of fixity to types. Furthermore, changes in relatively 
high and low ratios on the average may be expected to run toward the 
typical or normal. For example, a banker whose ratio of loans and dis- 
counts, or gross earnings, or total expenses, or net earnings to earning 
assets, in any year is relatively high for his class of bank may normally 
expect that such ratios will decline relative to the norm in the near 
future. 

Again, the author has found by analysis and correlation that bank- 
ing processes are closely interrelated and that there is positive correla- 
tion between various sets of ratios which have held for the period re- 
gardless of time. For example, a banker who finds that the ratio of 
his demand deposits to total deposits is relatively high may normally 
expect that his net earnings will be higher than if time deposits consti- 
tuted a larger portion of his total deposits. 

The author does not attempt to say what ratios and what relation- 
ships among ratios make for the best banking. He is at pains to point 
out that he is interested in what actually existed and its behavior. 
However, at various points he slips and confuses what was character- 
istic for the periods studied with what is “effective” banking. When 
he says “for effective management, banks should strive to secure (1) 
relatively high ratios of loans and discounts to earning assets; (2) rela- 
tively high ratios of demand deposits to total deposits or to earning 
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assets; and (3) relatively high ratios of gross earnings to earning 
assets,” he is leaving the field of what existed typically in 1922-27 
or in California 1925-27 and is entering the realm of what is best for 
coming years. Furthermore, the study covers too narrow a field to 
warrant any positive conclusions. The ratios used tend to emphasize 
current earnings to the neglect of the soundness of the bank. A bank 
with relatively high ratios of loans and discounts to earning assets may 
easily lack adequate secondary reserves and liquidity. 

All these results are interesting, but what can the practical banker 
or the economic theorist do with them? Suppose the average of the 
relatively high ratios regressed toward the norm from 1922 to 1927, 
will they do so for next year and the next five years? The probabilities 
are that the period studied is too short to permit any generalization 
beyond the narrow statement that so it happened, 1922-27. But, even 
so, it is worth while for the banker to know that even for so brief a 
period more or less fixed types, trends of change, and interrelationships 
obtained among banking processes. 

This volume does not pretend to solve all bank problems. The aver- 
age ratio of loans and discounts to earning assets for national banks 
in Chicago for the period 1922-27 is 84.01, with a high of 86.52 and a 
low of 82.29 per cent, compared to the national banks in Pittsburgh 
with an average ratio of 52.78 per cent and a range of 49.31-58.81 
per cent. Contrary to the rule that relatively large net earnings go with 
relatively high loans and discounts, the net earnings per dollar of 
earning assets in Pittsburgh are higher than in Chicago. Granting that 
both Chicago and Pittsburgh have their own individual norms and in- 
terrelationships of banking processes, what are the reasons behind the 
great differences? Such facts lead one to suspect that statistical analy- 
sis must be very largely supplemented by an analysis of the more in- 
timate activities of bankers and the reasons for such activities, and, 
furthermore, that the results of statistical studies based on aggregates 
are probably not as fundamental or as useful practically and theoreti- 
cally as the analysis of the other type just mentioned. 

On the whole Banking Ratios represents a piece of research well 
done. As an analysis of what happened to selected banking processes 
during the period studied, the present volume is excellent and merits 
the most careful attention of every student of banking. The methodol- 
ogy developed to reveal regression and correlation is a good step for- 
ward in statistical technique. It is to be hoped that other studies of a 
similar nature including other ratios and interrelationships may fol- 
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low, and that the whole project may be brought up to date at least 
as soon as the present depression is a thing of the past. 


CuHarRLES A. DICE 
Oxto STATE UNIVERSITY 


The Marxian Theory of the State. By SHERMAN H. M. CHANG. 
Published by the Author, Philadelphia, 1931. New York: Van- 
guard Press; also distributed by the Printer, John Spencer, 
Inc., Chester, Pennsylvania. Pp. xv+230. $2.50. 


Dr. Chang has done a remarkable piece of work. In content, his 
book is mainly paraphrase and footnotes; yet it is so admirably planned 
and executed that it is not only impressive in its competence but really 
charming. Under the headings, “Philosophical Background,” “Class 
Dominion Theory of the State,” “Overthrow of the Bourgeois State by 
Revolution,” “Establishment of the Dictatorship of the Proletariat,” 
“Theory of the Dictatorship,” “Withering Away of the Proletarian 
State,” and “Application of Marxism in Soviet Russia,” we find a com- 
plete study of the subject, fully documented and with ample critical 
consideration of the literature, pro and con. It is also a remarkable 
achievement for a special reason. It is dedicated to the author’s 
mother, who died of fright on the occasion of a communist occupation 
of the home village in China; and Professor Commons, who introduces 
it briefly as the first scholarly book on the Marxian theory of the state, 
further informs us that because of communist confiscation of the family 
property the author was compelled to earn his own living while in 
school in America. Thus communism, which is more than an academic 
question to any Chinese of today, comes home to Dr. Chang in a pecul- 
iarly intimate way. Yet the reader of his book will be uncertain 
whether the author is “for” or “against” the doctrine he so agreeably 
expounds. And in spite of that it is very interesting reading; only in the 
concluding chapter, “An Estimate of Marxism,” the method has the 
effect of making the work somewhat colorless. 

Dr. Chang justifies his work on three grounds: first, the lack, in the 
history of political theory, of a scholarly treatise on Marxism in this 
aspect; second, the intrinsic merits of Marxism as a serious competitor 
of parliamentarism; and, finally, its especial interest to the Chinese at 
the present juncture in their history. He rather apologizes for the in- 
clusion of a chapter on Soviet Russia (which occupies a fifth of the text 
pages); but most readers will surely find this chapter one of the most 
interesting in the book, both in itself and as rounding off the treatment 
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of Marxian political theory in its most controversial aspects. It is in 
this connection that the author sets up his main definite thesis, namely, 
that Lenin is the genuine Marxist of his time. To establish this thesis 
two tasks must be performed. First, the author must refute the 
general contention of Western socialists (in contrast with communists) 
that the establishment of socialism by military revolution in an indus- 
trially backward country like Russia is in contradiction with the Marxian 
theory of the historical development. In the second place, he has to 
show that the doctrinal position of Lenin and his followers represents 
merely a legitimate working out of Marxian principles and not a new 
departure. On the basis of rather limited citations from the later writ- 
ings of Marx and Engels, a fair case is made out on the second point, 
where the main question relates to the “dictatorship of the proletariat” 
as a more or less protracted régime of transition and educational 
preparation for ultimate socialism. On the first point the case is less 
satisfactory, though undoubtedly Marx was less evolutionary-fatalistic 
and more a believer in violent revolution after the Paris Commune of 
1871. An interesting result of the treatment is to make it clear that 
the ultimate society envisaged by Marxism is a utopia of the most 
utopian, idyllic, anarchistic sort, and also that in the minds of Lenin 
and Stalin this utopia lies in the indefinite future, that the “‘prepara- 
tory” dictatorship is to be of indeterminate duration. 
FRANK H. KNIGHT 
UNIVERSITY OF CHICAGO 


Industrial Relations in the Building Indusiry. By WILLIAM 
HasBer. Cambridge: Harvard University Press, 1930. Pp. 
xvili+593. $5.00. 

How do conditions in the building industry affect industrial rela- 
tions and how do industrial relations affect the industry? These are 
the two outstanding questions to which Mr. Haber addresses himself 
in one of the most competent and illuminating investigations of indus- 
trial relations that have appeared in the last decade. His book may 
well serve as a model to anyone who seeks to explain the labor problems 
of other industries. 

Here is an industry, highly seasonal and unusually sensitive to 
cyclical fluctuations, in which employers, in the main, are small and 
poorly organized contractors and in which the workmen are largely 
skilled craftsmen. The men are well organized into numerous unions, 
but power in the unions is nearly all in the hands of the locals. Tech- 
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nological change has been occurring rapidly, but it has not tended to 
obliterate the crafts because it has not yet changed the fundamental 
fact that each building is a special order. On the contrary, new meth- 
ods and materials have tended to multiply the crafts rather than re- 
duce them. Mr. Haber describes the effects of these conditions upon 
industrial relations and the efforts of the industry to deal with such 
problems as strikes, jurisdictional disputes, unemployment. His gen- 
eral analysis of conditions in the industry is followed by excellent case 
studies of the development of industrial relations in three important 
cities—New York, Chicago, and San Francisco. He concludes with a 
description of efforts to establish co-operation between different inter- 
ests in the industry and with a discussion of the problems of stabilizing 
industrial relations. : 

Perhaps the fact which stands out most prominently in Mr. Haber’s 
book is the tragic failure of the building industry to develop an organ- 
ization capable of representing common interests and solving common 
problems. All conditions in the industry seem to conspire in compelling 
both contractors and trade-unionists to take a narrow and short- 
sighted view of their interests and to make them prefer immediate, 
though temporary, gains, to delayed, but permanent, achievements. 
This is well illustrated by the failure to make progress in stabilizing 
employment. The stabilization of employment in building does not 
present insurmountable technical problems. On the contrary, with a 
moderate amount of co-operation it would be possible to reduce sub- 
stantially the seasonal fluctuations in employment, and, by proper 
planning of public works, the cyclical fluctuations could be greatly 
diminished. And yet the industry has made no sustained effort to solve 
either one of these problems. The unions, which have the most to gain 
from steadier work, content themselves with pushing the five-day week 
and various make-work rules. But obviously it is futile to attack un- 
employment caused by fluctuations in the demand for labor by re- 
stricting the supply of labor. Labor’s policies give temporary relief 
but, in the long run, they do more harm than good. 

This brings us to an important omission in Mr. Haber’s book. 
Among a few building trade-unions, particularly the electrical workers, 
there has been a strong movement to develop better national control 
over the locals and to supplant local policies by national policies. It 
remains to be seen how far this movement can go and what results it 
will produce. Perhaps the growth of national contractors will never 
provide an adequate economic foundation for great centralization of 
power in the unions. On the other hand, such centralization may oc- 
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cur, and it may be the means of releasing the unions from domination 
by ignorant and shortsighted local officials and of enabling them to 
grapple more intelligently and effectively with the problems of the 
industry. Time alone will tell. At any rate, it is unfortunate that Mr. 
Haber has not analyzed this movement and given us his opinion of its 
prospects and significance. There is no reference, for example, to the 
important work of the Council on Industrial Relations for the Elec- 
trical Construction Industry. Nevertheless, Mr. Haber’s book is re- 
markably complete and comprehensive. It is a real contribution to 


the literature of industrial relations. 
SUMNER H. SLICHTER 


HARVARD GRADUATE SCHOOL OF BUSINESS ADMINISTRATION 


Oil Conservation and Fuel Oil Supply. By THE NATIONAL INDUS- 
TRIAL CONFERENCE Boarp, INc. New York, 1930. Pp. xiv+ 
165. $2.50. 

This book is probably of even more interest to the coal producer 
than to the fuel-oil producer, and should command considerable atten- 
tion from those connected with the production of other sources of 
power. It deals with a question that is in the back of every oil man’s 
mind today: “Where is the oil industry going?” The impression left 
with the reader is that we are going to need for some time to come very 
little more crude oil than we were producing in 1929. This is because 
the increased efficiency of refining, particularly the cracking process, 
will increase the gasoline yield sufficiently to take care of our gasoline 
needs with the same amount of crude oil that was being run at that 
time. The book states that we should, in the future, be getting an 
average yield of 60 per cent of gasoline from our crude oil with the 
present known equipment—and other improvements that are on the 
way, such as hydrogenation, should better this percentage. 

The coal man derives his interest in this book from the fact that he 
owes a large share of his economic ills today to fuel oil. While other 
industries have grown by leaps and bounds in the past twenty years, 
the coal industry has remained almost stationary, partly due to more 
efficient methods of utilizing coal, but also due to the competition of 
fuel oil. The better refining methods, however, should improve his 
position, because a constant crude-oil production with an increasing 
demand for gasoline would cause less fuel oil to be produced. The re- 
sulting rise in price of fuel oil would cause a shift to coal in many in- 
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dustries, especially the railways, with a consequent benefit to the coal 
industry. 

The supply and consumption of fuel oil is analyzed according to in- 
dustries and territorially, and the effect of a decline in fuel-oil produc- 
tion is shown. The marine use of fuel oil, which is the most important 
one, taking 26 per cent of all the fuel oil consumed, would be the most 
persistent in case of a fuel-oil shortage. The railways, which use 20 per 
cent of the fuel oil consumed, rank second. A rise in the price of fuel 
oil would divert many of them to coal for their source of power, reduc- 
ing their fuel-oil consumption to about one-third of what it is now. 
California railroads, because of the difficulty of getting coal to Califor- 
nia and the expense of shipping the manufactured fuel oil out, would 
persist longer in the use of fuel oil than other parts of the country. 

The use of fuel oil for heating would not respond very readily to a 
change in supply and demand. Because of the cost of installation, and 
because of the fact that the use of fuel oil is primarily a consideration 
of convenience, an increased price would bring but very little change in 
this use. 

The consumption of fuel oil by gas companies has encountered con- 
siderable competition from natural gas, and water power stands by to 
replace fuel oil in the manufacture of electricity should the price of fuel 
oil become prohibitive. 

Territorially, the United States is the most important user of fuel 
oil, consuming more than half. Within the United States, the condi- 
tions obtaining in the various sections of the country will determine the 
fuel-oil consumption in each area. The Pacific Coast will cling tena- 
ciously to its use of fuel oil, because coal must be hauled there from long 
distances while petroleum is a product of California’s own fields. 
Washington and Oregon will be the first in this region to give way toa 
shortage in fuel oil, as Washington has coal ready to take the place of 
oil. 

In the North Atlantic states, the fuel-oil consumption comes as a 
by-product of gasoline demand. The refineries have been located here 
partially because of convenient exporting facilities and partially to 
supply gasoline to the dense motoring population. Fuel oil being pro- 
duced in this region as a by-product has a competitive advantage over 
coal for this area. However, any fuel oil shipped inland by tank car, 
where it competes with coal in the territory of the latter, loses much 
of the advantage it possesses on the coast. 

The book is made heavy by wave after wave of statistics. However, 
that seems to be a necessary evil in a study of this type in order to 
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analyze the industry and bring out the relations between fuel oil and 
other forms of power. The statistics throughout the book have been 
drawn largely from Bureau of Mines figures, although the casual reader 
might not realize the extent to which the studies of the Bureau have 
entered into the work. 

Besides numerous charts that aid materially in digesting the sta- 
tistics, there are some excellent maps that help one get a bird's-eye 
view of production and consumption of energy throughout the United 
States. 

H. A, BREAKEY 
U.S. DEPARTMENT OF COMMERCE 


Inflation und Stabilisierung in Frankreich, 1914-28. By Dr. 
JoserH Scumitz. Bonn: Kurt Schroeder, 1930. Pp. 228. RM 
II. 

The explicit aim of the author is simply to determine, by recourse 
to history and statistics, the manner in which the French monetary 
disturbances from the beginning of the war to the stabilization of the 
franc actually affected other economic magnitudes and relations. Dr. 
Schmitz, however, is so keenly aware of the theoretical facets and im- 
plications of his problem that he has made monetary theory the main 
subject of his book in interest, if not in space. The theoretical rather 
than the factual material deserves particular attention for two addi- 
tional reasons. As Dr. Schmitz himself points out, the data of French 
inflation have been adequately presented in two prior publications, 
those of Miss E. L. Dulles and of Professor J. H. Rogers. In the second 
place, a special significance attaches to any contributions in specula- 
tive economics coming from Bonn and elaborated under the aegis of 
Professors Schumpeter, Spiethoff, and H. von Beckerath. 

Dr. Schmitz’s theoretical analysis is found in the fourth chapter, 
which follows a succinct and sympathetic history of French taxation 
and loan policies from 1914 to 1926 and a statistical account of fluctua- 
tions in the volume of credit, in banknote circulation, in price levels, 
in foreign exchange rates, and in the domestic purchasing-power of the 
franc. The wide discrepancies between the changes in the dollar-franc 
exchange rate and changes in French wholesale prices in terms of a 
constant purchasing-power unit since the outbreak of war furnish the 
occasion for a thorough overhauling of the whole theory of money. 

Dr. Schmitz completely rejects the commodity theory of money, 
relegates the function of gold reserves simply to that of a brake on the 
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operation of the credit mechanism, and gives but a qualified adherence 
to the quantity theory. His analysis of the manner in which the ratio 
between social product and money income within a given time interval 
affects price has a peculiarly Schumpeterian flavor. When currency is 
increased simply because entrepreneurs have resorted to credit for the 
purpose of inaugurating innovations in production, automatic price 
adjustments set in without causing more than temporary discomfort 
to the fixed income class. This is not inflation. Even an abandonment 
of the gold standard is not, ipso facto, inflation. Primary inflation with 
its attendant evils only comes when units of purchasing-power (which 
may be gold) are created not for production but for consumption, 
the consumer most often being the state. Then follows secondary in- 
flation when rising prices resulting from primary inflation compel en- 
trepreneurs doing a given volume of private business to call for more 
credit to cover increased costs. The important criterion of inflation 
then is the absence of self-correcting forces in a disturbed ratio between 
the social product and the quantity of currency. In war time inflation 
results from the recruiting of an army, since the social product is there- 
by diminished without a corresponding diminution of currency in cir- 
culation. If prices do not immediately react when currency circulation 
increases, it is merely because of the initial force of inertia inherent 
in the public consciousness of the value of money. The true nature of 
the rise in prices which does take place, once this inertia has been 
overcome, is veiled and has never, in Dr. Schmitz’s opinion, been ade- 
quately studied, for price indices do not reveal the qualitative changes 
in the consumption habits of the community resulting from a flight 
from a depreciating currency. 

The author takes issue with the late Professor von Bortkiewicz’ 
position that the velocity of circulation is affected by inflation. The 
argument hinges on definition. In Dr. Schmitz’s view, velocity repre- 
sents the number of times within a given period circulating currency 
is directly exchanged for goods, and this, in final analysis, is a function 
of the production mechanism and not of the monetary mechanism. 
What inflation does affect is the efficiency of money which is defined 
as the ratio of total outlays of currency for goods within a given period 
to the average total currency holdings including reserves. When infla- 
tion undermines confidence in currency reserves, these are thrown out 
on the market as active purchasing-power units and in consequence the 
quotient of efficiency approaches the quotient of velocity as an upper 
limit. 

Dr. Schmitz boldly maintains that foreign exchange rates are a 
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function of the price levels in trading countries. In a paper currency 
régime, there are, according to Schumpeter and Rueff, “commodity 
points” which act like gold points in determining the flow of trade 
until the foreign exchange rate equals the purchasing-power parity 
ratio. Departures from this equality in periods of inflationary disturb- 
ances are explained largely by the violent shifts at such times in the 
kinds of commodities bought and sold in foreign trade. In any case, 
as soon as the disturbances subside, the force of purchasing power pari- 
ty makes itself felt—as is shown by the statistical material of chapter 
vii. At one point Dr. Schmitz’s careful analysis is marred by a slip, 
for certainly unelastisch (p. 110, line 27) should read elastisch; other- 
wise a rise in the price of a commodity in country B could not possibly 
result in a sharp decline in demand for this commodity by country A 
with the necessary consequence of a diminished demand for foreign 
exchange on the part of A. 

The remainder of the book is devoted to an attempt to substantiate 
this theory by a study of the statistics of price and currency circulation, 
of the rate of exchange in the inflation periods, and of foreign trade. 
The statistical analysis is, however, undeveloped and suffers by com- 
parison with so refined a treatment as is found in Professor Roger’s 
The Process of Inflation in France. The use of curves, confined to a 
single overburdened large diagram at the close, is inadequate. The 
last two chapters describe the events of de facto stabilization and the 
enactment of the Currency Law of June 25, 1928, under the guidance 
of Poincaré. In conclusion, the author takes a final theoretical fling 
at the gold standard, admitting however its practical usefulness in 
preventing currency from becoming the plaything of political passions 
and in bringing about a return to normal economic conditions. 


WILLIAM JAFré 
NORTHWESTERN UNIVERSITY 


Business Forecasting. By Lewis H. HANEY. New York: Ginn & 

Co., 1931. Pp. xiv+378. $3.40. 

In the first stages of an evolving science there is, no doubt, a place 
for writing which will waive rigor and bring together hypotheses and 
arguments not, as yet, adequately substantiated. To this category be- 
longs Haney’s Business Forecasting. If it does not bear the marks of 
painstaking scholarship, it is at least stimulating and fertile with sug- 
gestions. 

The text falls into three main divisions: first, statistical methods 
and data; second, business cycle theory; and last, business forecasting 
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proper. As the author and his associate recognize, any attempt to deal 
critically with economic statistics in the span of fifty-six pages is 
doomed to be futile. For the statistician it is needless; for the layman, 
useless. Such instructive comments as are not incorporated in the 
standard texts might have been presented quite as satisfactorily in a 
few paragraphs without the rest of the statistical concentrate. The 
description of important time-series, occupying chapters iii-v, cannot 
be cited for precision or adequacy, but it is more than redeemed by 
illuminating remarks on the peculiarities of the data. 

If the exposition of business cycle theories is not particularly dis- 
tinguished, it is brief and serves merely as an introduction to the major 
topic of the book. 

In his treatment of forecasting Mr. Haney has done some excellent 
work. True, his first full exposition of the P/V forecasting line is char- 
acterized more by novelty than by economic sense. (I doubt if anyone, 
except possibly the author, could untangle that explanation; but it 
may be well worth untangling.) The last seven chapters on forecasting 
are, however, replete with techniques and suggestions of great interest 
to the student in this field. Most significant are the developments of 
systematic schemes for making general-business and particular-indus- 
try forecasts, the specific illustrations of these methods, and the indi- 
cation of the bases for predicting turning-points in stock prices. 

Despite a dictaphonic style, Business Forecasting makes good read- 
ing. Its stimulus to further research is alone more than sufficient to 


justify its existence. 
THEODORE O, YNTEMA 
UNIVERSITY OF CHICAGO 


The Economic Effects of Public Debts. By SHUTARO MATSUSHITA. 
New York: Columbia University Press, 1929. Pp. 186. $3.00. 
The present monograph brings together the scattered views of im- 

portant early and modern writers on public debts, and then proceeds 

to a careful analysis of the economic effects of public debts. The ap- 
proach to the questions considered is largely theoretical, although 
chapters iii and iv contain much illustrative material. One rarely finds 
as succinct a statement of the conclusions offered by leading writers 
in the past as is here presented. If occasional minor writers have been 

omitted, that fact is doubtless due to the restriction of the study to a 

brief summation. 

The author concludes that certain of the earlier writers were “over- 
optimistic” about public debts, while others were “over-pessimistic.” 
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Among those placed in the first category are Jean Bodin, Petty, 
Melon, Bishop Berkeley, Richard Price, and Isaac Pinto. In the op- 
posite group are to be iound Hume, Adam Smith, J. B. Say, Chalmers, 
John Stuart Mill, and Nebenius. The ideas of the latter group were 
more nearly correct than were those of the optimists, except for the 
fact that, generally speaking, they regarded all public expenditures as 
unproductive. A third group of writers “steered the middle course,” 
neither favoring nor opposing public debts from the standpoint of their 
economic and social effects. This group advocated a debt-redemption 
policy as the best means of establishing the national credit. The author 
himself appears to stand on middle ground, since he asserts that public 
debts in themselves are neither good nor bad. 

Are there essential differences in the economic effects of foreign and 
domestic public borrowing? Dr. Matsushita heartily approves of loans 
from abroad if the debts are made for “necessary purposes.” He as- 
serts with Bastable* that with the fluidity of capital and quick com- 
munication of modern times, there is in the long run relatively little 
difference whether a country has an internal or external debt. It is 
evident, however, that such an assertion must be restricted to loans 
incurred by a country for its industrial development and not for war 
expenditure. Even so, the balance of advantage may depend upon the 
relative stages of development of the countries involved. The present 
international situation, with reference to the World War debts, shows 
clearly the wide divergencies in the economic effects of foreign and 
domestic debts. In essence, the internal loans incurred during the 
World War involve merely a transfer of goods and services within the 
respective countries, whereas the external debts can only be paid 
through a surplus of goods and services arising in international trade. 
In the words of the Colwyn Committee on National Debt and Taxa- 
tion, “the burden of war expenditure financed by home borrowing fell 
upon production at a time when production was stimulated to great 
activity. The external debt falls upon it year in, year out, the good 
years having to be taken with the bad.” 

The volume constitutes a valuable addition to the literature in the 
field of public finance. In addition to the merits given above, it is nota- 
ble for its precision and clearness of style. An obvious error to which 
attention should be called is the inclusion of Dr. Hugh Dalton among 


* Public Finance, 3d ed., p. 679. 

? Report, cmd. 2800, p. 29. 

3 See his Public Finance, rst ed., p. 205; also his testimony before the Colwyn 
Committee, IT, 492. 
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current writers who have been opposed to the use of a capital levy in 
Great Britain for the payment of war debts. One naturally regrets 
that the theoretical discussion of the economic effects of public debts 
could not be applied in a thoroughgoing analysis of the existing war 
debts of European countries. Except for occasional references, how- 
ever, the scope of the task undertaken by Dr. Matsushita did not in- 


clude the consideration of contemporary problems. 
Treton R. SNAVELY 


UNIVERSITY OF VIRGINIA 


Interstate Transmission of Electric Power. By HucH LANGDON 
ELsBREE. Cambridge: Harvard University Press, 1931. Pp. 
xiv+212. $2.50. 

More than once in recent years has the United States Supreme 
Court been singularly inconsiderate of the efforts of analytical scholar- 
ship. Mr. Elsbree is apparently the latest victim. He devotes the key 
chapter of this work to a painstaking analysis of the decisions and dicta 
of the Court as to the power of the states and of Congress to regulate 
rates in the retail distribution of electric power generated in a foreign 
state. He concludes with some confidence that such distribution, 
whether by the generating company or by a local distributor, is inter- 
state commerce and thus within the scope of Congressional power, but 
that state regulation is permissible in the absence of Congressional ac- 
tion because the problem does not require nation-wide uniformity. He 
confidently lays the ghost of the doctrine of breaking bulk as applied 
to electricity being transformed from the high tension transmission 
lines to low voltage for local distribution, according to which the local 
distribution is said to be not interstate commerce at all. But on May 
18, Mr. Justice Butler, for the unanimous Court, expressly disapproved 
the cases relied upon by Mr. Elsbree and restored to at least temporary 
respectability the original package analogy.t The difference is not 
merely one of alternative explanations of the state power, but one on 
which the power of Congress may hinge. Mr. Elsbree was perhaps not 
entirely unprepared for the sudden obsolescence of his learning, since 
he remarks, in another connection, “One learns, however, that nothing 
is certain in the realm of constitutional law.’ 

In his other “legal” chapter, Mr. Elsbree has more skilfully fortified 
his work against judicial destruction. For, on the problem of the 


* East Ohio Gas Co. v. Tax Commission of Ohio, 51 Sup. Ct. 499 (1931). 
*P. 48. 
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validity of state embargoes of electric power, he climaxes his thirty-six 
page discussion of the analogous cases relating to water, game, green 
lemons, natural gas, and shrimp hulls, with the scarcely helpful con- 
clusion that “the state of the law is such that it would be audacious 
to prophesy as to the outcome.’’ 

The criticism is not of the failure to produce definite and “‘correct”’ 
answers to these legal questions but of the attempt, apparently made 
without sufficient appreciation of the fact that the problems are as yet 
largely unsolved and that the Supreme Court is perhaps intentionally 
postponing the final solution. The decisions are laboriously analyzed 
after the method of Professor Thomas Reed Powell, but one misses the 
caustic touch which alone makes the microscopic dissection of con- 
stitutional opinions endurable. 

As a study of the problem from the viewpoints of economics and po- 
litical science, the book is scarcely more helpful, in the opinion of this 
reviewer. The Preface and introductory chapter prepare one for a 
study in the interrelation of law, government, and economics. Mr. 
Elsbree, however, has made practically the sole basis of his study the 
written opinions of public utility commissions since 1919. The opinions 
are carefully arranged according to the problems raised and the solu- 
tions adopted by the commissions; and in this respect the book will 
prove valuable. But one is left with little but a slightly clearer convic- 
tion that the power problem transcends state lines and that existing 
methods of control by the states often result in duplication or failure of 
regulation. 

The concluding chapter on proposed methods of regulation is prin- 
cipally a discussion of proposals for federal control. Regulation 
through interstate compact is rejected and support is given to the plan 
of the Couzens Bill‘ providing for limited regulation by the Federal 
Power Commission. The state commissioners and utility executives 
are assured that their opposition to any form of federal control is re- 
grettable and may lead to more drastic measures, and that there is no 
warrant for their fear that the Couzens Bill is but an entering wedge 
and that the history of the waning power of the states over local rail- 
road rates would be duplicated with respect to electric power. 

A book of this kind, promising to deal with the interplay of legal 
and nonlegal forces, is opened by a student of public utility and consti- 
tutional law with high hopes, since he realizes the inadequacies of his 
own approach. But either Mr. Elsbree has not made the most of his 

3P. 56. 

4S. Bill 3869, Seventy-first Congress, second session. 
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materials or else this is just another field where in the present state of 
the social sciences their contribution is perhaps inevitably disappoint- 
ing. 
WILBER G. Katz 
UnIveErsrTy OF Ca1cacGo Law ScHOOL 


The Potash Indusiry. By GEORGE WARD STOcKING. New York: 

Richard R. Smith, Inc., 1931. Pp. x +343. $3.00. 

This book contains a detailed description of the development of the 
German potash industry, special attention being given throughout to 
the various and sundry methods of control set up by the state and by 
the industry in co-operation with the state. The purpose of the book 
seems to be twofold—first, to show the bad state of affairs the German 
potash industry got into with the many kinds of control which were 
set up and, second, to use the German picture as a warning to a bud- 
ding potash industry in Texas and New Mexico. 

The entire book, with the exception of the last chapter, is devoted 
to the story of the developments in Germany. The last chapter is on 
prospects and problems of an American potash industry. The details 
necessary to give an adequate picture of the complicated methods of 
control set up for the German potash industry are very hard for the 
casual reader to follow. Yet, the care exercised by the author in point- 
ing out the weaknesses and failures of state control leaves the reader 
with the general conclusion that “here is a pretty mess.” 

Dr. Stocking has given an excellent picture of the shortcomings of 
the competitive system, even where it is bolstered up by incomplete 
state control. In his earlier book, The Oil Industry and the Competitive 
System, he has portrayed what happens with practically no control 
over an industry. In the book on potash one is convinced that incom- 
plete state control is equally unsatisfactory. The obvious conclusion, 
then, is that for a major mineral industry to be developed in a sys- 
tematic and orderly fashion, with due regard to the producers, the 
consumers, and the state, absolute state control is inevitable. Under 
such a system, competition as a regulator of industry passes out of 
existence. At any rate, Dr. Stocking’s recent book comes at a time 
when the atmosphere is literally saturated with plans for control of 
production of oil, copper, cotton, etc. It is to be hoped that American 
politicians and industrialists will obey the warning and not make some 
of the same mistakes which the Germans made. Yet, we may be 
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doomed to disappointment, as evidenced by the fact that the recent 
quota per well law in the Texas oil field has stimulated an active drill- 
ing campaign. 

The warning to the budding potash industry in Texas and New 
Mexico may be stated thus: “Go thou and do otherwise.” Here the 
author leaves the doing otherwise ‘‘to those skilled in the arts of 
statecraft.”” He very appropriately adds that, “If they should take it 
up, it would indeed be the dawn, not the dusk, of the gods.” 

W. H. Younc 


DEPARTMENT OF COMMERCE 
WasarnctTon, D.C. 
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